Foreword 


The retail landscape is dynamic and the only constant in this environment is change. 
Without change there will be no development and growth. Retailers and marketers are 
locked in fierce competition today and are looking at ways and means to differentiate 
themselves from competitors, and to have the edge in the business world. New methods 
of competing are constantly being pursued and it has been said that only those businesses 
that can adapt and secure a sustainable competitive advantage will survive. This approach 
can be successful if academia and business join hands and together focus on new 
opportunities and jointly strive to expand the retail and business landscape. 

One area of growth is that of online retailing. More and more retailers are starting to use 
online retailing as an additional marketing tool and, according to industry sources, the 
use of online retailing has increased by 20% in the past year. This is a clear indication that 
more and more customers are using the Internet for shopping — a fact that all retailers and 
marketers should consider as part of their marketing tools. 

The rapid development and changes in the field of technology are changing the 
operational side of companies worldwide — and will continue to do so. Bricks and mortar 
will continue to dominate in the foreseeable future but it can be expected that e-commerce 
and online retail will become major channels in the years to come for most if not virtually 
all businesses. The time is now for businesses to ensure that they are ready for the new era 
dawning in the business world. 

The International Retail and Marketing Review aims to keep its readers up to date on new 
developments in the retail and marketing world by publishing thought-provoking articles 
and research, and to present new perspectives from leading scholars and thinkers in this 
field. 

The journal also offers a unique opportunity to explore, cultivate and develop ideas on 
a wide range of issues, from branding to leadership, from pricing to growth opportunities, 
and from issues facing small retailers to those facing large corporations. 

We look forward to a stimulating and healthy debate from eminent scholars and business 
leaders worldwide, and we have been very fortunate to be able to publish an article by the 
Father of Retail, Michael Levy, in our third edition. We are indeed proud to have a number 
of esteemed academics from all over the world on our editorial board. 
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ABSTRACT 





This article represents the first of several editorials to appear in the Journal of Retailing designed 
to examine the nexus between retail practice and research, with the goal of stimulating 
further research. This essay on emerging trends in pricing discusses recent advances in 
retail pricing optimization. We begin with a review of how retailers typically make pricing 
decisions using time-honored heuristics and attempt to infer the optimal decisions. However, 
current methods are sub-optimal because they do not consider the effects of advertising, 
competition, substitute products, or complementary products on sales. Most fail to take 
into account how price elasticity changes over time, particularly for fashion merchandise, or 
how market segments react differentially to price changes. In addition, many retailers find 
it difficult to know how to price merchandise when their suppliers offer temporary ‘deals’. 
They are also generally unaware of how their pricing strategy influences their overall image. 
As these issues demonstrate, optimal pricing is not a static problem. Retailers must be able 
to react quickly to changes in the environment or sales patterns. This paper also provides 
examples of the more sophisticated pricing techniques that are currently being tested in 
practice. Finally, we conclude with a discussion of the critical components that must be 
incorporated into retail pricing. 








INTRODUCTION 

Most retailers do not use price as a basis 
for achieving a sustainable competitive 
advantage, because it is too easy for 
competitors to copy a low-price strategy 
and very few retailers can be successful 
with a low cost-low price strategy, such as 
Wal-Mart’s. Price can be used strategically, 
however, even if not always to establish the 
lowest price. For example, when entering 
a highly competitive market, a retailer 
could sacrifice significant profits to build 


market share. To pursue such a strategy 
may be perilous, however, unless it can 
be implemented properly. Retail managers 
must consider carefully certain key factors, 
such as the customers, competition, and 
government regulations (Grewal and 
Compeau, 1999; Monroe, 2003) and then 
develop, implement, and evaluate the 
appropriate pricing strategy and tactics. 
American retailers are losing more than 
$200 billion a year due to markdowns, or 
dynamic price cuts over time (Top of the 
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Net, 2002).1 Markdowns as a percentage 
of U.S. retail sales represented 8% in 1971 
and 35% in 1996; according to an STS 
Market Research study, 78% of all apparel 
sold currently by national chains, such 
as JCPenney, Sears, and Kohl’s is marked 
down.’ Thus, markdowns are clearly 
a substantial and important aspect of 
today’s retail landscape. Retailers and their 
customers have come to expect prices that 
are below the manufacturer’s suggested 
retail price (MSRP). For more than 20 years, 
manufacturers, particularly in the grocery 
industry, have fueled this markdown 
mania by tempting retailers with special 
temporary price reductions coupled with 
promotions. Retailers of all kinds use these 
frequent price promotions to lure customers 
to their stores and, in turn, customers 
have come to recognize the retail pattern 
of marking down merchandise after a pre- 
specified period of time and, therefore, 
wait until goods are on sale. These practices 
have had a deleterious effect on profits and 
contributed to the demise of many smaller 
retailers. 

Until recently, retailers typically based 
their initial pricing and subsequent 
markdown decisions on arbitrary rules 
that they believed had worked well in the 
past. Fortunately, a few specialized firms 
recently have developed software packages 
to assist retailers in making these important 
pricing decisions. These packages are just 
part of an assortment of programs known 
as ‘merchandise optimization techniques’ 
(Friend and Walker, 2001). 

Merchandise optimization, which can 
have a direct, profound impact on the 
bottom line, is all the rage in retailing circles 
these days. It is well represented in the trade 
press and most retailing conferences devote 
significant time to the topic. Some of the 
largest retailers in the country (e.g. Home 
Depot, JCPenney) have invested millions 
of dollars in sophisticated merchandise 


optimization software. The Canadian 
apparel retailer, Northern Group Retail Ltd. 
started using ProfitLogic Price Optimization 
(Cambridge, Mass.) software and, in a test, 
was able to generate $60,000 of additional 
gross margin dollars on one stock keeping 
unit (SKU) by holding its outerwear at full 
price, though prior experience indicated 
that it should have reduced the cost by 
30% (Retail Systems Alert 2003). 

Similarly, price and promotion 
optimization software, developed by 
KhiMetrics (Scottsdale, Ariz.), has been 
implemented successfully by top retailers 
in the grocery, drug, electronics, specialty, 
and mass merchandising fields. Results from 
controlled field experiments demonstrate 
that their solution consistently outperforms 
that of the control group by increasing 
profit (1%-2% of sales), while maintaining 
or increasing sales, depending on the 
retailers’ desired goals. Moreover, sales 
were increased or maintained without any 
negative effects on total unit movement. 
Depending on the retailer’s margins, the 
increased profit translates into an overall 
5%-15% increase in gross profits and 
the results were consistent across retail 
industries. 

Retailers have a plethora of decision- 
making tools available that can help 
them in the following areas: planning 
assortments, initial pricing, sourcing/ 
vendor collaboration, buying, allocation 
of merchandise to stores, promotion, 
planning replenishment (re-buys), space 
management (planograms), and markdown 
pricing. Our goal is to examine emerging 
pricing practices by retailers and identify 
pricing research opportunities — across time 
(for example, initial pricing and markdown 
pricing decisions), categories, SKUs and 
customer segments — which, we believe, 
have strong implications for both research 
and practice. 


1 This research was based on analysis of retail and economic trends reported by the U.S. Census Bureau 


and the National Retail Federation. 
2 Ibid. 
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TRADITIONAL RETAILER PRICING 
TECHNIQUES 

Typically, retailers make pricing decisions 
on the basis of time-honored rules. Retailers 
using the rules-based approach often apply 
a fixed percentage markup onto their cost; 
a keystone markup, for example, results 
in a markup that is 50% of the retail 
price. Rules are applied to markdowns as 
well. For example, fashion retailers often 
take a fixed percentage markdown on 
merchandise that has been in the store for 
a certain number of weeks, followed by an 
additional markdown a few weeks later. 
Another rules-based approach is to price 
merchandise above, below, or at parity 
with the competition’s pricing. 

The maintenance of these pricing rules is 
consistent with recent trade press articles 
that suggest that retailers have been slow to 
adopt sophisticated pricing models (Stores, 
2002), have priced products solely on the 
basis of cost (Retail Industry Report, 2000) 
and sometimes ‘live and die by Excel’ by 
evaluating one brand after another, using 
‘what-if’ analyses that do not incorporate 
the price impact of one product on another 
(Forrester Report, 2001). Retailers use a 
rules-based approach, because it is easy to 
calculate and implement, particularly in 
a multi-store chain. Furthermore, pricing 
with an eye toward the competition helps 
retailers maintain their price image. 

The most fundamental weakness of these 
rule-based approaches is that none have 
anything to do with what represents the 
optimal price or markdown. In the case 
of the rule-based approach, price is based 
on what has been done in the past, either 
the previous year, in the case of fashion 
merchandise, or the past few weeks, in the 
case of staple merchandise. In either case, 
the data are old and usually confounded by 
promotions. For example, in the absence 
of price optimization software and demand 
information about other promotions, if 
sales increase every year around February 
14 and retailers always provide a promotion 
on that day, those retailers are unable to 


tease out the impact of their Valentine’s 
Day promotions. 

The second problem with the way 
that retailers price and mark down 
merchandise is the system-wide character 
of their decisions. For example, a regional 
department store chain may take the same 
markdown on a grouping of sweaters in 
New England that it does in Texas, though 
the demand for sweaters and the time of 
their selling seasons may be quite different. 
In the same way, a supermarket chain might 
price black beans in Miami, where the 
majority Latin population creates a huge 
demand, the same as it does in Tallahassee, 
where black beans are more of a novelty 
product. 

Most retailers do not find it prudent to 
use different prices in stores within the 
same trade area, because customers may 
become confused or, worse, disillusioned 
with the integrity of the retailer if they find 
different prices in contiguous stores. Yet 
differential pricing in diverse trade areas, 
particularly if they are geographically 
isolated, can provide opportunities for 
increased gross margins and more precise 
inventory control. 

The third problem with rule-based 
approaches is that customers learn from 
past experience when merchandise will be 
placed on sale. Such sale-savvy customers 
play havoc with retailers’ gross margins, 
because they wait for sales to buy. 

Given these problems, a natural question 
is why retailers continue to use rule-based 
approaches. One retailer put it this way 
(Hall, Kopalle, and Krishna, 2004, p. 30): 

‘Many times, we simply don’t have the 
data to figure out the complex interactions 
among the brands and when we do have 
the data, we either don’t have the time 
to analyze it fully or we don’t have the 
expertise to conduct an in-depth analysis. 
It is far easier for us to go just with some 
markup rule or, at best, look at each brand 
separately by considering how much of a 
lift we would get if we reduce the price by a 
certain amount.’ 
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Although some retailers can experiment 
with new items to determine profit- 
maximizing prices, this approach is 
impractical for most retailers, because 
they have too many items to consider. In 
addition, experiments simply are not timely. 
By the time the results come in, the item 
could be in another stage of its life-cycle. 
Experimentation could, however, work for 
a chain, such as the Cheesecake Factory, 
when it wants to try a new menu item. The 
restaurant could offer the item at different 
prices in different markets to determine 
which price is the most profitable. 


TWO DISPARATE PRICING PROBLEMS: 

FASHION AND STAPLE MERCHANDISE 

Although there are many types of 
merchandise, from an inventory- 
management perspective, most SKUs fit into 
one of two categories: fashion or staples. 
Fashion is a category of merchandise that 
typically lasts 8-12 weeks and sales vary 
dramatically from one season to the next. 
Within the fashion category, a specific style 
or SKU sells for one season or less. Although 


the life-cycle of a typical fashion item 
is much shorter than that of a staple, its 
lifespan depends on the category and the 
target market. For example, double-breasted 
suits for men or certain popular interior 
decorating colors represent fashions whose 
life-cycle may last several years. In contrast, 
trendy fashions, such as see-through track 
shoes, may last for only a short season.? 

Items in the staple merchandise category 
(also called ‘basic merchandise’ or ‘fast- 
moving consumer goods’) are in continuous 
demand during an extended period of time. 
Most merchandise in grocery and drug 
stores, as well as housewares, hosiery, basic 
blue jeans and women’s intimate apparel 
in specialty and department stores, are 
considered staple merchandise.* 

We depict a representation of the life-cycle 
for fashion and staple goods merchandise 
in Figure 1. There are several similarities 
between the two graphs. Both lines have 
‘spikes’, which represent increases in sales 
— usually caused by promotions. 


Figure 1: Demand Curves for Staple and Fashion Goods 





—e— Fashion 
—a— Staple 


3 One firm that specializes in pricing optimization for fashion merchandise is ProfitLogic (profitlogic. 


com). 


4 Firms that specialize in pricing optimization for staple merchandise include KhiMetrics (khimetrics.com) 


and DemandTec (demandtec.com). 


Emerging trends in retail pricing practice: implications for research 5 





After the promotion, the level of sales 
settles down to somewhere near its previous 
level. However, there are also important 
differences in the life-cycles of fashions and 
staples in Figure 1. Firstly, the fashion curve 
is similar in form to a ‘normal’ or bell-shaped 
curve, in which sales start at zero, increase 
over a particular season and end at zero. The 
staple line, by contrast, remains relatively flat, 
though it may veer up or down, depending 
on the general trend for the SKU and the 
season. Secondly, the demand line for staple 
merchandise never approaches zero. Unlike 
fashions, staples continue selling, at least 
over a reasonable planning horizon. 

The systems designed to optimize price 
for both fashion and staple goods are 
complicated, but for different reasons. For 
fashion goods, the objective is to maximize 
the profits for the item or category and, at 
the same time, price the merchandise so 
that inventory approaches zero at the end 
of the fashion cycle, because at that time, 
it is out of style and has little or no value 
in the marketplace. That is, if a store has a 
lot of sweaters left over in January, it must 
aggressively mark them down to ensure 
that they are gone in time for the arrival of 
spring merchandise. 

Because staple merchandise continues 
to sell throughout the year, staple retailers 
do not need to consider the complication 
of pricing to be out of stock on a certain 
date. However, the staple merchandise 
optimization problem is complicated due to 
the number of potential decisions that must 
be made. Pricing decisions can be made at 
the SKU level for staple merchandise and 
retailers must take into consideration the 
effect that the price of one SKU has on 
another or the effect one category of SKUs 
has on another category. Therefore, the 
sheer size of the optimization problem for 
staple merchandise can be daunting. 

Although the differences between pricing 
optimization systems for staple and fashion 
merchandise appear to be substantial 
and, though, software vendors approach 
the problems with a variety of analytical 


techniques, the underlying principle of 
maximizing profits by analyzing price 
elasticities remains the same. 


CRITICAL COMPONENTS TO BE 
INCORPORATED INTO RETAIL PRICING 
Retailers are interested in maximizing their 
profits. To do so, they need to understand 
how to price their merchandise optimally. 
What does optimal price really mean? It is 
the price at which profits are maximized 
by item or group of items. Of course, this 
process is not as easy as it sounds. For 
example, by maximizing the profits of 
one item by setting its ‘optimal’ price, the 
retailer may sacrifice profits on another 
item whose demand correlates with the first 
item. To illustrate, if a retailer reduces the 
price of an 8-ounce can of Hunt’s tomato 
sauce, the demand for the 12-ounce can 
might decrease. 

Next, we discuss this and six other factors 
that must be taken into consideration to 
determine optimal prices. To summarize, 
these factors are as follows: 

1. Price sensitivity, or how demand for an 
SKU changes with its price; for fashion 
merchandise, how does price sensitivity 
change over time? (e.g. a markdown for 
a sweater in May may not create the 
same sales lift as the same markdown 
would in January.) 

2. Substitution effects, namely, how 
demand for an SKU changes with the 
price of a competing SKU. 

3. Dynamic effect of price promotions 
over time, or how changing prices 
today affects tomorrow’s demand. 

4. Segment-based pricing, which 
investigates how prices vary across 
different markets/customer segments. 

5. Cross-category effects, or accounting 
for demand complementarities across 
categories. 

6. Retailer costs (wholesale prices and 
trade deals) and discounts. 

7. To what extent competition at the retail 
level influences retail prices. 
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Price sensitivity effects 

At the most basic level, to determine an 
optimal initial or markdown price, the 
retailer must assess its own-price elasticities 
(derived from demand curves, which 
are usually non-linear) to measure how 
sensitive demand is to price for a given 
item over a period of time. Although price 
elasticities generally have a negative sign, 
to suggest that an increase in price usually 
results in a decrease in demand, in some 
situations, however, a decrease in price 
can lead to a perception of lower quality, 
which thus decreases demand. Such price- 
quality inferences are well documented in 
behavioral pricing research (e.g. Dodds, 
Monroe, and Grewal, 1991). In addition, 
the role played by quality signals (e.g. 
price marching guarantees, warranties, 
store reputation and brand image) must 
be incorporated (Estelami, Grewal, and 
Roggeveen, 2004; Kukar-Kinney and 
Walters, 2003; Miyazaki, Grewal and 
Goodstein, 2004; Srivastava and Lurie, 
2004). 

Estimating price elasticities for fashion 
merchandise is more complex, because 
fashions are not stable over the course 
of the season. A price reduction prior to 
Christmas, for example, will cause a higher 
sales spike than if the same reduction were 
introduced in September. Furthermore, 
the joint effects of advertising and price 
promotions on price sensitivity and 
demand must be incorporated explicitly 
(Kalra and Goodstein, 1998; Sethuraman 
and Tellis, 2002). 


Substitution effects 

At the general level, the substitution effects 
- cross-price elasticities or cross-price 
effects — of a brand refer to the effect of 
the change in the price of an SKU on the 
demand for a competing SKU (Besanko, 
Dubé and Gupta, 2004). Bell, Chiang, and 
Padmanabhan (1999) note that almost 
75% of consumer response to promotions 
is due to brand switching. Hence, if an SKU 
can steal market share from a competing 


SKU because of its price, the retailer should 
evaluate the relative margins of the two 
SKUs before lowering the price of the target 
SKU. Implicit, therefore, in this effect is the 
interesting observation that ‘cross-pass- 
through’ effects exist; that is, changes in 
the wholesale cost of one SKU can drive 
changes in the prices of other SKUs. For 
example, if the wholesale price for SKU ‘A’ 
is temporarily lowered, it may be optimal 
for a retailer to ‘convert’ those customers 
who normally purchase SKU ‘B’ to buy SKU 
‘A’ because of its now higher margin. Such 
a conversion is determined, in part, by the 
cross-price effect of SKU ‘A’ on SKU ‘B’. In 
other words, if SKU ‘A’ cannot steal sales 
from SKU ‘B’, it may not be worthwhile 
to attempt to convert buyers to ‘A’. This 
complicated effect suggests that retailers 
should adopt a category management 
approach to develop a pricing strategy 
(Basuroy, Mantrala and Walters, 2001; 
Chen et al, 1999; Chintagunta, 2002; Hall 
et al, 2004; Zenor, 1994). 


Dynamic effects of price promotions 

Retailers often assume that sales (both 
when there is no promotion [baseline] and 
when there is a promotion offered) for a 
given SKU are independent of past pricing 
activity. Yet recent evidence suggests that 
sales may be affected by prior discounting 
activity. 

Research in consumer behavior has 
demonstrated that consumers evaluate 
retail prices for items relative to certain 
internal benchmarks or _ reference 
prices (Winer, 1986). Some retailer- or 
manufacturer-supplied information that 
plays a prominent role in affecting these 
internal reference prices includes MSRP 
and retailer-supplied reference prices (e.g. 
regular price, original price, compare at 
price). (Lichtenstein and Bearden, 1989; 
see also reviews by Compeau and Grewal, 
1998; Krishna et al, 2002; Urbany, Bearden, 
and Weilbaker, 1988). Consumers’ internal 
reference prices also can be influenced by 
past prices, brand promotion frequency 
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and the type of store (Kalwani et al, 1990). 
Therefore, price promotions are likely to 
affect consumer reference prices or price 
expectations. 

In addition, it is difficult for retailers 
to understand the differences in the sales 
lift generated from a promotional vehicle 
(an advertisement) compared with that 
attributable to the offer itself (sales price 
or discount). Ignoring this dynamic can 
substantially affect the optimal price of 
an SKU. Furthermore, it is important to 
understand that different promotions (e.g. 
discounts, coupons, rebates or bundles) do 
not only have differential effects (Compeau 
and Grewal, 1998; Hardesty and Bearden, 
2003; Raghubir, 2004), but also result in 
consumer dynamics such as stockpiling 
and purchase deceleration (Neslin, 2002). 

Consider the following example (Kopalle, 
Mela and Marsh, 1999): a few years ago, 
a major discount store chain used sales 
promotions relatively infrequently. Its off- 
discount (baseline) sales were moderate 
and consumer response to sales promotions 
was good. Observing the promotional 
response, the retailer decided to increase 
sales promotions, which led to a decrease in 
baseline sales. Believing that the additional 
sales promotions were successful, the 
retailer added even more. Eventually, the 
retailer started offering special promotions 
almost every week, and its management 
wondered why profitability was so low, 
since the large incremental demand over 
the baseline indicated that the promotions 
were working so well. 

Why didn’t the retailer’s management 
recognize that the increase in sales 
promotions led to a decrease in baseline 
sales and that its pricing decisions were 
sub-optimal? Many retailers have little 
understanding of how such _ estimates 
arise. Clearly, retailers should consider the 
possibility that increases in the use of price 
promotions can have long-term negative 
effects on their baseline sales; in other 
words, baseline sales could decrease with 
frequent promotions (Kopalle et al, 1999). 


Furthermore, excessive price promotions 
over time may result in increased customer 
price elasticity. If these long-term negative 
effects of promotions on baseline sales and 
price response are high, retailers should 
decrease their use of price promotions. 

In a large-scale field experiment involving 
durable goods sold through a direct mail 
catalog, Anderson and Simester (2004, p.4) 
find that ‘[d] eeper price discounts in the 
current period increased future purchases 
by first-time customers (a positive long- 
run effect), but reduced future purchases 
by established customers (a negative long- 
run effect)’. Most theories of the effect 
of price promotions, such as purchase 
acceleration, selection, customer learning 
and increased deal sensitivity, predict lower 
future purchases, so their finding regarding 
first-time buyers is puzzling and should be 
investigated further. 


Segment-based pricing effects 

Consumers in different markets behave 
differently with regard to their own and 
cross-price elasticities, as well as how 
they react to price changes. For example, 
customers in an upper-income area may be 
less sensitive to price and the relationship 
among the prices of various products than 
those in a less affluent region. By taking 
these differential factors across markets 
into consideration, retailers can implement 
different price and promotion plans across 
various markets. 

A retailer’s ability to segment and charge 
differential pricing may also hinge on the 
price awareness levels of the consumer 
segments. For example, prior research has 
demonstrated that consumers have low 
levels of price recall and awareness for many 
products (Binkley and Bejnarowicz, 2003; 
Dickson and Sawyer, 1990; Mazumdar and 
Monroe, 1990). Thus, in some categories, 
retailers may be wasting profits by over- 
discounting their merchandise in an effort 
to appeal to a deal-prone segment, for 
which a small discount might be sufficient 
(Inman, McAlister and Hoyer, 1990). 
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An emerging retailing strategy - often 
associated with Internet retailing — is mass- 
customization, a flexible process designed 
to provide consumers with a product that is 
matched to their individually stated needs. 
Reflect.com, for example, manufactures 
custom-made cosmetics, but all variants of 
the customized cosmetics are priced at $17, 
regardless of the color and other variables 
(e.g. glossy, matte, or a combination 
thereof, for lipstick). On its website, Land’s 
End offers custom-fit jeans (with more than 
100,000 alternatives), all at the same price 
of $54. When retailers mass-customize 
products, why do they set the same price 
for all the different variants? Although 
some retailers have varied their prices 
(Chen and Iyer, 2002; Shaffer and Zhang, 
1995), in many other circumstances, price 
customization is ignored. In this regard, 
Stremersch and Tellis (2002) provide a 
strategic analysis of the optimization of 
price and product bundles. 


Cross-category effects 

Good price and promotion optimization 
software should be able to take into 
consideration the effect of one category’s 
price level on another, particularly with 
regard to substitute and complementary 
items (Mulhern and Leone, 1991; Walters, 
1991). Furthermore, when evaluating the 
pricing for, say, toothbrushes, a retailer 
should consider, not only the impact of the 
toothpaste category on toothbrushes (and 
vice versa), but also the traffic-building 
linkages between toothpaste promotions 
and, for example, bath tissue (Dreze and 
Hoch, 1998). By considering a complete 
basket of goods simultaneously, a retailer 
may be in a better position to optimize 
its price and promotion levels (Chen et al, 
1999). 


Retailer costs and discounts 

The wholesale price at which the retailer 
buys a product has an obvious impact on 
the optimal prices for the retailer. What is 
also interesting, however, is the impact of 


trade deals offered by the manufacturer to 
the retailer (Hall et al, 2004), which, in turn, 
give rise to retail discounts and temporary 
price reductions offered by the retailer to the 
consumer. Growing evidence indicates that 
the impact of such retail discounts differs 
from that of regular price changes (Kopalle 
etal, 1999), which may reflect a promotional 
signal effect Inman and McAlister, 1993). 
This finding suggests that a retailer should 
consider its pricing decisions jointly 
with its promotional discount decisions. 


Retail competition 

As highlighted by Lal and Rao’s (1997) and 
Moorthy’s (2004) theoretical analyses and 
Bolton and Shankar’s (2003) and Shankar 
and Bolton’s (2004) empirical analyses, 
one aspect of retail pricing pertains to 
the impact of competition at the retail 
level. Two key constraints for retailers in 
this regard are their lack of knowledge of 
prices at competing retail stores and the 
sensitivity of demand to prices in those 
competing stores. 

Firms, such as Information Resources 
Inc., collect and record pricing and sales 
data in competing retail stores, which 
provide researchers with an opportunity to 
examine pricing and promotion strategies 
in a holistic fashion. In other words, 
problems that, previously, have been 
studied analytically, now may be examined 
empirically as well. However, there is an 
additional complexity: a customer’s store 
choice decision is affected, not only by the 
pricing strategy at a particular store (e.g. 
everyday low price versus hi-lo), but also 
by the customer’s shopping list for that 
week (Bell, Ho, and Tang, 1998). Therefore, 
retailers must anticipate which of the 
multitude of items in their stores are on a 
consumer’s shopping list. 


IMPLEMENTING RETAIL PRICING 

The basics of developing and implementing 
retail pricing using optimization programs 
look simple. However, if this were the case, 
retailers would have done so long ago. To 
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develop and implement an effective pricing 
strategy, analysts must carefully consider 
several additional factors. 


Market factors 

Retailers often must consider market factors 
other than profit maximization, such as 
minimum sales and margin requirements, 
as well as price image. For example, a 
retailer should be able to specify that it 
always wants its price to be 5% lower than 
that of a specific competitor in certain 
categories if it hopes to maintain its low- 
cost provider image. Being able to take price 
image into consideration is a significant 
improvement over traditional pricing 
techniques, because price image explicitly 
incorporates the relationship between 
actual price and perceived prices, as well as 
external competitive factors. 


Grouping items 
Retailers of all kinds, but particularly those 
involved with fast-moving consumer 
goods, often realign their merchandising 
strategy to maximize the sales and profits of 
a category. This process, known as category 
management, is more difficult than it may 
appear superficially. In general, a category 
is an assortment of items that the customer 
perceives as reasonable substitutes for 
one another. The determination of what 
should be included within a category 
for merchandise and pricing decisions, 
therefore, is not straightforward and varies 
significantly across retailers. However, it 
makes sense to implement pricing and 
markdown decisions on a category-by- 
category basis (Dhar, Hoch, and Kumar, 
2001). That is, a specialty store would not 
want to take a 25% markdown on blue jeans 
in January and a 35% percent markdown 
on black jeans in February. Instead, it 
should take the same markdown at the 
same time so that promotions can be co- 
ordinated and customers can understand 
what is going on readily. 

Pricing optimization software should 
suggest groups of products that could 


be naturally grouped into categories. 
This grouping helps the retailer better 
understand the cannibalization effects of 
a price promotion on one product type by 
providing an assessment of the promotion’s 
effects in terms of the decreased sales of the 
grouped SKUs on one another. 


Continual learning 

One of the problems with traditional 
methods is that analysts set prices on the 
basis of what has happened in the past. 
Fashion merchants, for example, often 
plan a sale at the same time each year using 
the same percentage discount, regardless of 
the current inventory position, weather 
or competitive situation. Staple goods 
merchants look to the past as well, but 
their planning horizon is more likely to be 
the preceding few weeks. 

Rather than looking to the distant past, 
pricing optimization techniques learn 
from the current environment. Systems 
designed for both fashion and staple goods 
incorporate the current environment, but 
attack the problem somewhat differently. 
The sales curve for a fashion accessory 
can be compared to a library of completed 
curves derived from history. There are 
anywhere from 20 to 90 such curves, 
depending on how we define the problem. 
Recognizing that a fashion retailer must be 
sold out of inventory at a specific point in 
time to make room for new merchandise, 
the software should choose the curve with 
the best fit, evaluate the price elasticity for 
that item at different points in time until 
the ‘out date’ and run thousands of pricing 
scenarios to determine the markdown plan 
that will maximize the retailer’s profits. 

The problem for staple goods is different 
because the sales curve is relatively flat. 
Therefore, the system makes inferences on 
the basis of other items or product groups. 
For example, information for an SKU at a 
given store can be used to make inferences 
about that SKU at the regional level or for 
the category of merchandise to which that 
SKU belongs. By making these inferences, 
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researchers can assess the elasticity of 
an SKU for which the price has never 
changed. 


Psychological price thresholds and reference 
effects 

Assume that a pricing optimization program 
recommended a price of $2.90 for a staple 
product, but the retailer, consistent with 
Anderson and Simester (2003), believes that 
shoppers in a grocery store do not notice 
the last digit of a price, so the retailer is free 
to round the price up to the nearest nine, 
or $2.99. This tactic would increase dollar 
sales by approximately 3%, with almost 
no increase in costs. Pricing optimization 
programs systematically examine the 
recommended price — $2.90 in this case 
- and exercise analytical rules to round it 
up to a higher price that yields more profit, 
because customers are insensitive to the 
difference. Consistent with this example, 
in an analysis of scanner data in 29 
categories over an eight-year period, Levy 
and colleagues (2004) find that small price 
increases occur more frequently than small 
price decreases. 

A related issue is to incorporate the effects 
of reference prices — the anchoring levels, or 
standards that consumers use to compare 
observed purchase prices of a product - on 
consumers’ internal reference prices and 
demand (e.g. Blair, Harris and Monroe, 
2002; Chandrashekeran and Grewal, 2003; 
Kalyanaram and Winer, 1995; Kopalle 
and Lindsey-Mullikin, 2003; Krishna et 
al, 2002). If the observed price is greater 
than the reference price, it is perceived as 
a loss. In contrast, if the observed price is 
less than the reference price, it is perceived 
as a gain. Kopalle, Rao, and Assuncao’s 
(1996) results suggest that dynamic (or hi- 
low) pricing is optimal when the positive 
impact of a gain on sales outweighs the 
negative impact of a corresponding loss. 


Price change costs 
It is expensive for retailers to change prices. 
The price of finding and changing the cost 


of an item can range from $0.25 to $0.50 
per item (Levy et al, 1997). A price change 
cost, therefore, should be built into any 
optimization model. If the cost of changing 
the price is greater than the additional 
revenue projected from the price change, it 
makes more sense to leave the price alone. 


Good data in, good data out 

A multi-billion-dollar retailer can be run 
on bad, or unrefined, data no more than 
a rocket-ship can be run on crude oil. The 
typical problem with retailers, however, is 
not that they lack sufficient data, rather, 
they have too much, but not in a useable 
format! 

When it comes to data requirements, 
retailers are unlike other businesses that 
make similar decisions. Airlines, for 
example, have used yield management 
techniques to make pricing decisions 
for years. Until recently, however, these 
sophisticated statistical techniques were 
unavailable to retailers, which must 
manage a great deal of data. For example, a 
typical retail chain might have data about 
20,000 SKUs for each of 2,000 stores for 
104 weeks, during which time it offers 
three promotions. At 100 bytes/record, this 
data set would require approximately 1.2 
terabytes of storage capacity. 

Not even a great buying team could make 
sense out of such a mountain of data. To 
prepare the data for analysis, better systems 
have algorithms that combine individual 
SKUs into affinity groups that behave 
similarly in the marketplace. For example, 
all six packs of Pepsi would be priced the 
same, because customers expect it and the 
manufacturer requires it. 

Pricing optimization software also will 
identify outlier sales points, fill in missing 
data or smooth out a demand spike that 
was caused by an aberrant factor, such as 
weather, a non-recurring promotion or 
non-recurring competitive action. Most 
important, it is difficult for retailers to 
capture lost sales that result from a product 
being out of stock. If a customer goes to buy 
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a 12-ounce bottle of Hunt’s ketchup and 
the store is out of stock, the retailer cannot 
know if the consumer switched to Heinz, 
purchased the 8-ounce bottle of Hunt’s, 
or did not make a ketchup purchase at all. 
Sophisticated algorithms will estimate the 
lost sale caused by an out-of-stock event 
and build it into the retailer’s demand 
forecast. 


DISCUSSION AND DIRECTIONS FOR 
FURTHER RESEARCH 
Pricing optimization is currently one of the 
hottest topics in the retail industry. Much of 
the basic optimization methodology is well 
developed in academic circles, particularly 
in retailer decision-making frameworks 
(e.g. Tellis and Zufryden, 1995). Yet the 
compilation of these techniques into a 
cogent system that can be used on a daily 
basis by retailers is fairly new. This article 
has assessed the current state of retail price 
optimization by examining what should be 
included and considered in implementing 
these systems, as well as how they perform 
relative to other, more traditional, pricing 
techniques. 

We believe this is an _ interesting, 
important and appropriate research venue 
for the Journal of Retailing. Consider the 
following potential topics: 

e Although many retailers recognize the 
folly of some of their current pricing 
practices, pricing optimization (and 
related) software, like any new, major 
technological investment, is often 
difficult to justify in terms of cost. 
Furthermore, there are ongoing costs 
involved in pricing optimization, as 
well as significant managerial resistance 
in some cases. One promising research 
track might focus on how to help 
retailers become more comfortable 
with their decision to adopt such 
an updated pricing methodology. In 
particular, researchers should conduct 
real-life field experiments to compare 
alternative pricing strategies and 
show the superiority of the price and 


promotion optimization methods. With 
an objective of maximizing category 
profitability, these experiments would 
need to consider such factors as category 
management, retail competition, unit 
sales, retail prices, wholesale prices and 
deals, complementary and substitute 
products, promotional activity and 
seasonality. 

Pricing optimization can work properly 
only if SKUs are assigned to categories 
properly. However, different retailers 
operationalize this aspect of category 
management differently. As we might 
expect, some group similar items into 
categories, but in other situations, such 
as in designer fashions and cosmetics, 
retailers group the categories according 
to the vendor. Research, therefore, 
should investigate the following 
questions: 

How do retailers group items into 
categories? What is the best way to 
categorize? 

Because pricing optimization makes it 
possible to use differential price policies 
in different regions, it is important to 
examine how consumers react to this 
method. Although consumers already 
run into this issue frequently (when 
buying on the Internet, compared with 
in stores) and, although grocery stores 
regularly use differential prices, further 
research should study how a customer 
would react if he or she found a sweater 
on sale at two different prices at two 
different The Gap stores. 

Profit optimization software enables 
retailers to determine the optimal price 
and then round up to squeeze an extra 
profit out of items that are less price- 
sensitive. Do consumers recognize 
these small additional markups? Do 
they care? 

Although one important goal for 
retailers is to maximize profits 
through optimal pricing, there are 
other, sometimes conflicting, goals to 
consider. For example, retailers may 
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wish to peg their prices to those of their 
competition or set prices to maintain a 
certain image. How do these conflicting 
goals affect their customers and their 
profits? 

e Finally, an emerging trend in retailer 
strategies is that of frequent shopper 
programs. Kopalle and Neslin’s (2003) 
analysis suggests that such strategies 
have the potential to be effective 
multi-period sales promotion tools 
when primary demand can expand. 
It will be interesting to examine how 
such programs impact retail sales and 
consumer behavior over time. 


These are but a few of the many research 
initiatives that we hope this article will 
stimulate. 
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INTRODUCTION 

There is no doubt that loyalty is an important 
concept for marketers (Duffy, 2003; Taylor, 
Celuch & Goodwin, 2004). Marketing 
managers are disillusioned with the notion 
of loyalty and there has been a significant 
shift away from measuring and monitoring 
loyalty. This shift is likely to be a result of 
the academic communities’ inability to state 
clearly what loyalty is and how loyalty can 
be built. Loyalty dimensions have not been 
used consistently, providing poor guidance 
to the marketing community, with some 
researchers using between two and _ six 
dimensions to measure loyalty. This lack 
of consistency in the academic community 
is likely to have contributed to the overall 
sense of disillusionment expressed by 
marketers at the notion of loyalty. At 


This paper shows that, while researchers often measure loyalty as an intention to repurchase, | 
there is value in considering loyalty more broadly. This paper reveals two main schools of! 
thought in loyalty research, starting with the attitudinal and behavioural dimensions of 
loyalty, which underpin most of the research in this area. Based on previously published 
marketing and organisational behaviour research, additional 
resistance to competing offers and citizenship behaviours — are introduced for empirical 
testing using non-hierarchical models. The consideration of a wider range of ideas will assist 
retail marketers to manage and build loyalty and, hence, profits through improving their 
understanding of the ways that customers are, or are not, loyal. 


= 3} 


dimensions — namely, 





this point in time, it remains difficult for 
marketers to identify loyal customers. How 
can a marketer identify a loyal customer? 
Which measure, measures or dimensions do 
they use? What really constitutes loyalty? 
Answers to these and related questions 
can only be resolved when the academic 
community provides a clear idea of what 
loyalty is and which items and dimensions 
are appropriate for loyalty measurement. 
An article by Uncles, Dowling & Hammond 
(2003) also identifies the problem of lack 
of definition of ‘loyalty’ in the current 
marketing literature. However, it offers 
conceptual advice, rather than empirical 
evidence, as a solution. 


The aims of this study are two-fold: 


¢ To identify the possible multiple 
dimensions of loyalty from_ the 
literature. 

¢ Empirically to test two competing 
approaches to loyalty -—  multi- 


dimensional and bi-dimensional. 
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LITERATURE REVIEW 

Two common conceptual definitions of 
loyalty are first presented, followed by 
the dimensions of loyalty that have been 
used by loyalty researchers. Conceptual 
definitions assist to identify the antecedents 
and consequences of loyalty. 


Two views of loyalty 
Two competing views of loyalty are evident 
in the literature today. The bi-dimensional 
view (Day, 1969) suggests that loyalty is 
comprised of two dimensions (also termed 
‘components’ in the literature), namely an 
attitudinal and a behavioural dimension. 
Specifically, under the bi-dimensional view, 
loyalty is defined as: 

‘A psychological predisposition to the 
behavioural 
(Jacoby, 


object combined with the 
outcome of repeat purchase 
1971).’ 

Traditionally, the attitudinal dimension 
is seen as preceding behaviour and follows 
the deterministic approach to consumer 
behaviour (Baldinger & Rubinson 1996). 
There are, however, researchers who dispute 
this ordering by placing behavioural loyalty 
before attitudinal loyalty on the basis of low 
involvement and little rational decision- 


Figure 1: Competing loyalty models 


making (Ehrenberg, 2000; Olshavsky 
& Granbois, 1979). Nonetheless, both 
perspectives acknowledge that loyalty has 
two components. Researchers (e.g. Quester 
& Lim, 2003; Taylor et al, 2004; Zins, 2001) 
continue to use the bi-dimensional view 
of loyalty. However, this bi-dimensional 
approach is limited, in that loyalty may be 
much more than just attitudes leading to 
repurchase behaviour. 

As noted by Soderlund (2006), a customer 
can express loyalty in many different ways 
and this idea is the basis for the alternative 
view of loyalty. A more complex view of 
loyalty emerged based on Dick and Basu’s 
(1994) conceptual framework. The Dick 
and Basu (1994) framework remained 
consistent with the composite definition 
of loyalty by proposing that attitudes 
lead to repeat purchase behaviour. The 
framework proposed, however, that loyalty 
theory should be broadened to encompass 
underlying processes, relative attitude 
and various contingencies, as well as the 
characteristics of different targets (i.e. 
brand, service, vendor, store). Following 
Dick and Basu’s (1994) framework, research 
emerged where multiple dimensions were 
used to measure loyalty (e.g. Bloemer 
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et al, 1999, Narayandas, 1999, Yu ef al, 
2001). The dimensions used by researchers 
included behavioural loyalty, attitudinal 
loyalty, resistance to competing offers, and 
citizenship behaviours, often termed word 
of mouth. 

A multi-dimensional may 
provide more insight for marketing 
managers because, rather than describing 


definition 


(the process of) how customers have 
become loyal (as in Oliver, 1999), a multiple 
dimensional definition of loyalty enables 
marketing managers to understand in what 
ways their customers are loyal. This leads to 
the research question for this paper. RQ/ — Is 
loyalty multi-dimensional or bi-dimensional? 

To improve our understanding of loyalty, 


research is required that examines the 


Table |: Summary of loyalty dimensions identified in the literature 
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Number of Attitu- offers 
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Mittal and Lasser 
(1998) | +e 
Cooil et al (2007) 1 oh 
Soderlund (2006) 2 on ** 
Bennett (2001) 2 x *k 
Gremler (1998) 2 = ei 
Taylor, Celuch and 
Goodwin (2004) 2 a we 
Quester and Lim 
(2003) 2 ** +e 
Homburg and 
Giering (2001) 2 *k ae 
Butcher, Sparks, 
O'Callaghan (2001) 3 *k *e +k 
De Ruyter, Wetzels 
and Bloemer (1998) 3 + * és 
Lee, Lee and Feick 
(2001) 3 ** ** *e 
Oliver (1999) 3 os * 
Bloemer, de Ruyter 
and Weizels (1999) 4 Bk * we we 
Yu and Dean (2001) 4 aE we ** ee 
Ganesh, Arnold and 
Reynolds (2000) 4 ** * oe Pas 
Zeithaml et al (1996) 5 ose ** +e +k 
Narayandas (1999) 6 + we ee 
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literature and summarises the dimensions 
and measurement approaches that have 
been used by researchers to date. Asummary 
of the loyalty literature would require that, 
where possible, dimensions and measures 
of loyalty be compared and contrasted. 
This will provide marketers with a clear 
idea of what loyalty is and which items 
and dimensions are appropriate for loyalty 
measurement. 

Despite the plethora of research, there is 
still insufficient consistency in the approach 
to measuring the loyalty construct at this 
point in time and this is illustrated in Table 
1. Researchers have used between one and 
six dimensions to measure loyalty. This 
paper will compare competing loyalty 
views using existing dimensions and 
measures of loyalty. Existing concepts 
and measures are used, where possible, to 
avoid providing another alternative view 
of loyalty. This approach may clear some 
of the confusion that exists in the loyalty 
literature. The dimensions of loyalty to be 
used in this research will now be defined 
for the reader. 


Behavioural loyalty 

This paper defines behavioural loyalty as 
the consumer’s tendency to repurchase 
revealed through behaviour that can be 
measured and which impacts directly 
on brand sales. A review of the literature 
identifies consistency in purchasing or share 
of wallet (termed ‘preferential purchase’ in 
this research) (Martin & Goodell, 1991; 
Cooil et al, 2007) as the most commonly 
used measure of behavioural loyalty. 


Attitudinal loyalty 

This paper adopts Jacoby & Chestnut’s 
(1978) definition of attitudinal loyalty as 
a customer predisposition towards a_ brand, 
which is a function of psychological processes. 
This includes preference (Guest, 1944), 
intention to repurchase (Byrnes, 1964), and 
commitment (Beatty & Kahle, 1988). All 
can be considered as predispositions and all 
are a function of psychological processes. 


Attitudinal loyalty has been widely 
studied (see Jacoby & Chestnut, 1978 for 
studies conducted prior to 1978) and some 
researchers have combined attitudinal 
loyalty types in loyalty assessment (for 
a recent example, see Bloemer, de Ruyter 
& Wetzels, 1999; Butcher, Sparks & 
O’Callaghan, 2001;  Delgado-Ballester & 
Munuera- Aleman, 2001; Ganesh, Arnold & 
Reynolds, 2000). The most frequently used 
measure of attitudinal loyalty is intention 
to repurchase so this measure will be used 
in this research. 


Resistance to competing offers 

Resistance to competing offers 
when customers are either resistant to or 
protected from competing offers (Ganesh 
et al, 2000; Hozier & Stern, 1985; de Ruyter, 
1998; Zeithaml, Berry & Parasuraman, 
1996). An extreme example occurs when 
a customer has a contract with a service 
provider and is unable to respond to 
competitive offers. This customer would 
be protected from the competing offers. 
This dimension of loyalty has also been 
termed price tolerance, price sensitivity or 
resistance to counter-persuasion. Loyalty 
researchers have widely studied resistance to 
competing offers. However, the relationship 
between resistance to competing offers 
and loyalty remains unclear. The literature 
provides an inconsistent view. While 
the dominant view is that resistance to 
competing offers is a dimension of loyalty 
(Bloemer & Kasper, 1995; Bowen & Chen, 
2001; Butcher et al, 2001; Mittal & Lassar, 
1998; Narayandas, 1999; Yu & Dean, 2001), 
there are competing views, which suggest 
that resistance to competing offers is a 
consequence of loyalty (Delgado-Ballester 
& Munuera- Aleman, 2001) following Dick 
& Basu’s (1994) conceptual framework, 
where resistance to counter-persuasion 
was identified as a consequence of loyalty. 
Finally, resistance to competing offers has 
been proposed as an antecedent to loyalty 
(Pritchard, Havitz & Howard 1999). This 
research will empirically test whether 


occurs 
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resistance to competing offers can be 


considered as a dimension of loyalty. 


Citizenship behaviour 
Word of mouth is a dominant measure 
of loyalty in the literature, (Bove & 
Johnson, 2002; Bowen & Chen, 2001; 
Butcher et al, 2001; Delgado-Ballester & 
Munuera- Aleman, 2001; Ganesh et al, 
2000; Homburg & Giering, 2001; Huber & 
Herrman, 2001; Narayandas, 1999; Nijssen, 
Singh, Sirdeshmukh &  Holzmueller, 
2003; Price & Arnould, 1999; Yu & Dean, 
2001). Word of mouth or positive voice 
behaviour has been proposed as a _ type 
of citizenship behaviour. Citizenship 
behaviours, which have also been referred 
to as extra role behaviours, and pro-social 
behaviours in the organisational behaviour 
literature are voluntary, constructive 
gestures exhibited by customers, which are 
valued or appreciated by an organisation 
(Gruen, 1995). In a thorough review of 
the organisational behaviour literature 
Podaskoff, Mackenzie, Paine & Bacharach 
(2000) grouped nearly thirty forms of 
potentially different behaviours into 
seven types of citizenship behaviours, 
e.g. compliance, sportsmanship, helping 
behaviours and individual initiative. In 
an organisational context, citizenship 
behaviours demonstrate an  employee’s 
dedication to an organisation (Brown, 
1996), which exceeds role expectations. 
This could also be true in a marketing 
context, where a customer can demonstrate 
dedication towards the organisation or 
brand. This research will use word of mouth 
and suggestions for service improvements 
as measures of citizenship behaviours to 
build on previous loyalty research. 
Complaining behaviour has also been 
identified as a dimension of loyalty by 
some researchers (e.g. de Ruyter ef al, 
1998; Yu & Dean, 2001) citing Zeithaml 
(1996). The use of complaining 
behaviour as a dimension of loyalty has 
yielded interesting results. Bloemer eft 
al (1999) report correlation statistics of 


et al 


complaining behaviour with three loyalty 
dimensions. The correlations were between 
0.01 and -0.06, which suggests that there 
is no relationship between complaining 
behaviour and the other loyalty dimensions 
used in Bloemer et. al.’s (1999) study. For 
this reason, complaining behaviour will 
not be considered as a dimension of loyalty 
in this study. 


METHODOLOGY 
Sample 
The Australian wine retail industry was 
chosen for this research because the 
industry is undergoing a lot of change due 
to deregulation. There is a large number of 
independent retailers requiring the skills 
to survive in an environment where there 
is increased competition and emphasis on 
price-cutting. Increasing the base of loyal 
customers is necessary for an independent 
wine retailer’s survival in an increasingly 
hostile environment. 

Questionnaires containing the measures 


were accompanied with a reply-paid 
envelope and mailed to 3,500 wine 
purchasers. After the initial section, 


respondents completed questions relating 
to loyalty to a wine retailer, followed by 
demographic questions. A total of 867 
completed surveys were returned, which 
represents an acceptable response rate of 
25% (Green, Tull & Albaum, 1988). Of 
this number, 726 customers met the pre- 
qualifying criteria (purchase in the past 
twelve months), which represents an 
effective response rate of 21%. 

Table 2 summarises the key characteristics 
of the sample. The wine sample is typical, as 
wine drinkers tend to have higher incomes 
than non-wine drinkers in Australia 
(Stanford, 1999). Interestingly, over one 
half of respondents had an income above 
A$55,000 which is above the Australian 
average income of A$58,000 (ABS, 2005). 
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Table 2: Demographic profile of the wine retail sample 






























































Age Gender Level of Education 

18-24 2.9% Male 48.1% High School 32.3% 

25-34 16.7% Female 51.2% Diploma 23.8% 

35-44 26.5% University Degree 26.3% 

45-54 28.9% Post-graduate Degree 17.5% 

55+ 25.0% 

Marital Household Annual Household 

Status Size Income $A 

Married 68.7% 1 11.2% | Less than $35,000 18.1% 

Single 11.4% 2 42.2% $35,000-$54,999 21.8% 

Divorced/ 11.9% 3 16.7% | $55,000-$74,999 20.4% 

Separated 

Widow/ 2.4% 4 18.4% | $75,000-$94,999 16.1% 

Widower 

De facto 5.3% 5 8.0% | $95,000-$114,999 8.3% 
6 or more 3.4% | $115,000-$134,999 5.0% 

$135,000 and over 9.3% 








The descriptive statistics shown in Table 3 
illustrate that, on average, respondents had 
purchased 70% of their wine from their 
wine retailer. Attitudinal loyalty was very 
high, while resistance to competing offers 
was low, suggesting respondents would 


consider competing offers. The correlations 
or strength of the association between 
the constructs indicate at best 
associations between the constructs in the 
wine retail context. 


moderate 


Table 3: Descriptive statistics, reliabilities, and intercorrelations for study constructs 























Mean St Dev AL CB R 
LOYALTY 
Attitudinal loyalty (AL) 5.63 1.30 0.8 
Citizenship behaviour (CB) 4.08 1.43 0.49 0.6 
Resistance to competing offers (R) 3.12 1.48 0.26 0.21 0.6 
Preferential purchase 72.91% 27.76 0.37 0.21 0.23 


























Note: The alpha reliabilities are on the diagonal in bold. 
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Measures 
Measures were adapted from the extant 
loyalty measurement literature and _ the 
items are reported in Appendix 1. Single 
item measures of self-reported behaviour 
were used in this research, because 
behavioural data were not made available to 
the researcher. Behavioural loyalty measures 
were adapted from (Anderson & Sullivan, 
1993; Cooil et al, 2007; Pritchard et al, 1999; 
Soderlund, 1998). A limited number of 
items — two to three per dimension to meet 
the requirements for structural equation 
modelling (Kline, 1998) used to 
measure each of the remaining dimensions 
of loyalty. This research followed Green & 
Rao’s (1970) seminal recommendation and 
adopted 7-point scale categories for the 
Likert scales used in this research. Attitudinal 
loyalty items were adapted from Bowen 
& Chen (2001), Chaudhuri & Holborrok 
(2001), Ganesh et al (2000) Homburg & 
Giering (2001), and Huber & Herrman 
(2001). Measures of citizenship behaviour 
were adapted from researchers (e.g. Delgado- 
Ballester & Munuera- Aleman, 2001; 
Ganesh et al, 2000; Gronholdt, Martensen & 
Kristensen, 2000; Huber & Herrman, 2001), 
who have used word of mouth measures as 
loyalty indicators. Measures of resistance 
to competing offers were adapted from De 
Ruyter et al (1998), Narayandas (1999) and 
Yu & Dean (2001). 


— were 


Data Analysis 

Second-order analysis was 
to test the ability of a higher-order 
factor, namely loyalty, to account for the 
correlation between the first-order factors, 
the dimensions of loyalty (Russell, 2002). 
The bootstrap procedure, available in 
AMOS (see Byrne, 2001, for elaboration), 
was used to assess the stability of parameter 
estimates and, thereby, report their values 
with a greater degree of accuracy. 


factor used 


Non-hierarchical models 

Non-hierarchical models (see Kline, 1998 
for elaboration) were used in this research 
to assess empirically the competing loyalty 


models, namely _ the two-dimensional 
and multi-dimensional loyalty models. 
The Akaike Information Criterion (AIC) 


allows models of varying complexity 
to be compared (Kline, 1998). The AIC 
is a modification of the goodness-of-fit 
x’ statistic that includes a “penalty” for 
complexity by adjusting for the number of 
parameters in the model (Kline, 1998). That 
is, the AIC adjusts for the greater number 
of parameters in the multi-dimensional 
model to overcome the improved goodness 
of fit that results from an increase in the 
number of explanatory variables. Models 
with fewer degrees of freedom — more 
complex ones — get larger reductions in 
their x* value. Given two non-hierarchical 
models, the one with the lowest AIC! is 
preferred (Kline, 1998). In this research, the 
AIC will be used to compare model fit for 
the competing models. 


RESULTS AND DISCUSSION 

A four-factor model of loyalty 

The results of the four-factor model of 
loyalty are displayed in Table 4. 

A review of the relevant fit indexes for 
the four-factor model of loyalty provides 
evidence of fit in the model. For example, 
the IFI and TLI of 0.99 and 0.99 respectively 
and the RMSEA of 0.02 indicate an 
acceptable fit with the data, while the x° of 
13.40 with 10 degrees of freedom indicates 
that this second order model of loyalty fits 
the data. The results suggest that loyalty 
to a wine retailer comprises four factors, 
namely: attitudinal loyalty, measured by 
purchase intentions, citizenship behaviour, 
behavioural loyalty and_ resistance to 
competing offers. 


1 According to Lemon, Rustand Zeithaml (2001) value equity is just one of three drivers of customer 
equity. The other two drivers of customer equity are brand equity and relationship equity. While these 
drivers work both independently and collectively, within each driver are specific levers that can augment 
customer equity. This research study only addresses the value equity driver. 
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Table 4: Results of multi-dimensional loyalty model 













































































Construct/ltem Loading® | T-value® | Construct/Item Loading? T-value® 
Attitudinal loyalty Preferential purchase 

Intent2 0.93 4 - Purchase 0.99 - 
Intent3 0.83 17.76 

Citizenship behaviour Resistance to competing offers 

Intentd 0.844 - Resist1 0.624 - 
Intent6 0.48 5.38 Resist2 0.53 4.01 
Goodness-of-fit Statistics 

Po 13.40 

Df 10 

p 0.20 

IFI 0.99 

TLI 0.99 

CFI 0.99 

RMSEA 0.02 

(90% Confidence Interval) 0.00-0.06 

AIC 49.40 








@The estimates reported are from MLS solution using AMOS. 

This is the standardised loading estimate via the MLS procedure. 

‘Based on one-tailed tests: t-values>1.650 p<.05; and t-values>1.96 0 p<.01. 

‘This parameter was constrained to unity in order to specify the metric of the latent factor. 


The factor loadings were attitudinal loyalty 
(0.91), citizenship behaviour (0.71), 
preferential purchase (0.44) and resistance 
to competing offers (0.45). The factor 
loadings are moderate to strong, suggesting 
the four factors are dimensions of loyalty. 
Further analysis was conducted to 
compare this model of loyalty with the 
bi-dimensional model of loyalty using 
goodness-of-fit statistics, which are relevant 
to this research enquiry. These are presented 
in Table 5. 

As indicated in Table 5, the x? value for 
the two-factor, or bi-dimensional, model of 
loyalty (x*=36.53) represents a poor fit to 


the data and a substantial decrement from 
the overall fit of the four-factor, or multi- 
dimensional, model (x?=13.40). The two- 
factor model comprised attitudinal loyalty 
and behavioural loyalty (see Appendix 1 for 
items). As expected, all other indexes of 
fit reflect the fact that loyalty is not well 
represented by the commonly accepted bi- 
dimensional model of loyalty. In particular, 
the CFI values of 0.99 and 0.96 and the 
RMSEA values of 0.02 and 0.12 for the four- 
and two-factor models respectively are 
strongly indicative of inferior goodness of 
fit between the bi-dimensional model and 
the sample data. Finally, the AIC of 49.4 
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Table 5: Goodness-of-fit statistics for the competing models 


























Statistic Acceptable Four dimension Two dimension 
Level model model 

Chi-square (x2) p>0.05 13.40 36.53 

(at the a=0.05 p=0.202 p=0.00 

level) 

Degrees of freedom (df) 10 5 

Tucker-Lewis Index (TLI) <=0.95 0.99 0.92 

Bollen’s Index (IFI) <=0.95 0.99 0.96 

Comparative Fit Index (CFI) <=0.95 0.99 0.96 

Root Mean Square Error of >=0.06 0.02 0.12 

Approximation 

Akaike Information Criterion (AIC) 49.40 56.53 




















for the multi-dimensional model of loyalty 
is lower than the AIC of 56.53 for the bi- 
dimensional model of loyalty, suggesting 
the four-factor or multi-dimensional is the 
preferred model of loyalty. 


CONCLUSIONS 

As noted by Soderlund (2006, p89), existing 
theory and measurement efforts do not 
agree on the relevant loyalty constructs. This 
research expands the body of knowledge on 
loyalty, finding empirical support for four 
loyalty dimensions, namely attitudinal 
loyalty (Bloemer et al, 1999; Butcher ef 
al, 2001; Delgado-Ballester & Munuera- 
Aleman, 2001; Ganesh et al, 2000), 
citizenship behaviours — often termed word 
of mouth in marketing research (Cohen & 
Vigoda, 2000; Mayer & Schoorman, 1992; 
O’Reilly & Chatman, 1986), behavioural 
loyalty (Anderson & Sullivan, 1993; Hellier, 
Guersen, Carr & Rickard, 2003; Pritchard et 
al, 1999; Soderlund, 1998) and resistance to 
competing offers (Bloemer & Kasper, 1995; 
Bowen & Chen, 2001; Butcher et al, 2001; 
de Ruyter et al, 1998; Narayandas, 1999; 
Yu & Dean, 2001). Researchers should 
conceive of loyalty in multi-dimensional 
terms and these dimensions should all be 
used to measure loyalty to ensure that a 
richer picture of loyalty can be obtained. 


Evidence in this research suggests that 
word of mouth is a measure of citizenship 
behaviours and not attitudinal loyalty. 
Word of mouth exhibited convergent 
validity with citizenship behaviours and 
not with attitudinal loyalty measured by 
purchase intentions. The results of this 
research provide evidence that word of 
mouth measures are capturing behaviour, 
or an intention to behave, rather than 
the customer’s attitude or predisposition 
towards a brand. Citizenship behaviours 
demonstrate a customer’s dedication to an 
organisation (Brown, 1996). Citizenship 
behaviours are acts of cooperation, altruism 
and unrewarded help (Smith, Organ, & 
Near, 1983) and more than eight different 
types of citizenship behaviours have been 
described in the literature (Podaskoff et al, 
2000). This research offers an important 
contribution to the marketing literature 
through the identification of a broader 
loyalty dimension, termed citizenship 
behaviours. This dimension is important for 
marketers, because it can assist marketers 
to identify and monitor a wider range of 
behaviours to provide more insight into 
understanding the ways in which customers 
are loyal. 
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Significant implications for practitioners 
arise from this research, which suggests 
that marketing practice can be enhanced by 
carefully considering loyalty in the context 
of interest. An interview on the 7 October 
2004 with Steven Cierpicki, a director of 
Colmar Brunton Research —a leading market 
research company in Australia — suggests 
that many marketers are using willingness 
to recommend and likeliness to switch as 
measures of loyalty. This research identifies 
other ideas for marketers to consider. The 
range of ideas 
will assist marketers to manage and build 
loyalty and, hence, profits. For example, 
wine retail marketers might, in addition to 
the customers’ willingness to recommend, 
consider measuring a range of citizenship 
behaviours. Measures of — citizenship 
number of 


consideration of a wider 


behaviours would include the 
customers referred, customer churn rates 
or the amount of feedback received from 
customers (e.g. — the 
received or a customer’s willingness to 


number of letters 


Appendix 1: Items used in this study 


phone the company with suggestions). This 
would enhance a marketer’s understanding 
of the ways that customers are loyal to wine 
retailers. 

The results of this 
multi-dimensional 
significance. This 
essentially focuses on measurement issues, 
rather than prediction. Future research 


research suggest the 
model has greater 


measurement research 


is required to correlate the second-order 
construct of loyalty with actual respondent 
behaviour. This will allow 
ascertain whether the 


model of loyalty identified in this research 


researchers to 
multi-dimensional 


is a good predictor of behaviour, therefore 
yielding greater benefit for marketing 
practitioners. Future research should be 
conducted to improve our understanding 
of citizenship behaviours, drawing on 
the (e.g. human resources, 
management, organisational behaviour), 
where many types of citizenship behaviour 
have been identified. 


diverse fields 





Attitudinal loyalty 
(intent2) 


Use this wine retailer for most of your future wine purchasing needs 





Use this wine retailer the next time you need to buy wine (intent3) 





Citizenship behaviours 
(intent4) 


Use this wine retailer for other alcoholic beverages that you may require 





Recommend this wine retailer to friends and relatives (intent5) 





Resistance to 


Pay 5% more for wine from this wine retailer (resist1) 





competing offers 


(resist2). 


Stay with this wine retailer evenif service at other retailers was better 





Preferential purchase 
(prefpur) 








What percentage of your total wine purchases are with this retailer? 
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ABSTRACT 


This paper explores the nature, role and planning of the alternative brand contact. Based on 
the outside-in and zero-based planning philosophy of integrated brand contact management, 
the alternative brand contact is defined as ‘a planned point of contact with the brand that 
is experienced by consumers as unexpected and unconventional’. 

A qualitative exploratory research study was conducted in 2003-2004 to engage the 
opinions, attitudes and motivations of the South African marketing and communications 
industry on alternative brand contact planning. For motivated reasons, exploratory focus 
groups were conducted with senior account teams in a sample of integrated communications 
agencies. Two further phases of research were conducted, namely: semi-structured depth 
interviews with key clients of the senior account teams and semi-structured depth interviews 
with key players within the senior account teams. 

The key research findings were employed in the design of a conceptual model to alternative 
brand contact planning. The model is the focus of this paper. 

It is envisaged that those agencies and clients that are responsive to the explorative and 
experimental nature of alternative brand contact planning will find the proposed conceptual 
model to be of immediate strategic value. 








Keywords 

Brand Contact 

Alternative Brand Contact 
Unconventional Advertising 
Creative Strategic Planning 
Disruption 


INTRODUCTION 
A company’s very existence today depends 
on how effectively it builds and manages 


its brands. Consequently, a _ holistic 
and integrated business, marketing 
and communications mindset that 


acknowledges the collective effect of all 


activities on the status and identity of the 
brand in the consumer’s mind must be 
developed. As Dru (2002:66) argues, an 
enterprise-wide approach to brand building 
is required. A multiple of sources are sending 
messages to consumers through a multiple 
of marketing and communication media. 
Brands are formed, as Duncan and Moriarty 
(1997:9) explain, on ‘bundles of brand 
messages that stakeholders automatically 
integrate’. 

Schultz and Barnes (1995:3-8) refer to the 
many means through which a brand makes 
contact with consumers and through 


Development of a conceptual model to alternative brand contact planning 29 





which consumers come into contact with 
the brand as ‘brand contact points’. Every 
form of contact with the company or 
brand communicates. ‘The brand never 
stops communicating with customers and 
consumers. It communicates whenever and 
wherever the consumer comes into contact 
with it.’ 

Duncan (2002:138) points out that 
the concept of brand contact was first 
popularised by Jan Carlson, former 
chairman of Scandinavian Airlines Systems 
(SAS), who coined the term ’moments of 
truth’. Hofmeyr and Rice (2000:29) refer to 
brand contacts as ‘touch points‘ and confirm 
that ‘we commonly talk about touch points 
when we describe how brand identity is 
created’. McLean in Dru (2002:261) likewise 
applies the term ‘connections’ as anything 
and everything that exists between a brand 
and its target audience — that communicates 
the brand identity. O’Malley and Birge in 
Dru (2002:277) conclude that the concept 
of brand connections thus encompasses 
every aspect of a brand’s interaction with 
its audiences, from product design to, for 
example, fair trade policies. 

The common line of reasoning is that the 
brand contact approach follows an outside- 
in thinking (starting with the needs of 
consumers) and zero-based planning 
pattern. For customers to be attracted to 
and continue to buy the brand, Duncan 
(2002:202) proposes an eight-step, zero- 
based planning process that consists of 
‘...determining objectives and _ strategies 
based on current brand and marketplace 
conditions. (The current conditions are 
considered the zero point).’ The consumer’s 
experience of the brand is viewed as the 
point of departure in working towards a 
consistent, unified brand identity. As Ries 
and Ries (2000:108) state, the view from the 
outside is very different from the view from 
the inside. The perceptions that consumers 
have and hold of a brand are the result of 
a myriad of interwoven brand activities 
and it is vital that brand communications 
planning be undertaken from _ the 


consumer’s frame of reference. The brand 
contact approach embraces the continuous 
nature of brand communications with the 
core objective to achieve continuity in 
brand identity at every level of contact. 


PURPOSE 

The aim of integrated brand contact 
management is to take ownership of a 
relevant, distinctive and focused brand 
positioning through every form of contact 
with the consumer. This is what the 
integration of brand communications 
implies. Brand credibility is lost - and the 
reputation and equity value of the brand 
suffers — when brand contact messages 
do not reinforce a focused brand promise 
with consistency. As Duncan and Moriarty 
(1997:70) warn, a lack of consistency in 
brand messages will create a brand identity 
that is ‘unfocused, diffused, and fuzzy’. 

Duncan (2002:129) concludes, therefore, 
that an integrated brand identity is achieved 
when the brand positioning communicated 
through planned communication contacts 
is consistent with the performance of 
product and service contacts and is 
confirmed by unplanned points of brand 
contact. In other words, all planned 
marketing communications, existing 
product and service contacts experienced 
when buying and using the brand and 
all customer-initiated communication 
contacts must be identified, influenced and 
controlled to communicate and reinforce 
an integrated experience of the brand. 

The primary aim of this study was to 
investigate the perceived nature, role and 
planning of the alternative brand contact. 
The alternative brand contact is defined 
as ‘a planned point of contact with the 
brand that is experienced by consumers as 
unexpected and unconventional’ (Schultz 
in Belch and Belch, 2004:210). The outcome 
is the design of a Conceptual Model to 
Alternative Brand Contact Planning. 
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LITERATURE REVIEW 

The alternative brand contact 

The key motivator to alternative brand 
contact planning is encountered in the 
consumer’s experience of the brand 
communications environment. As _ Ries 
and Ries (2000:115) argue, consumers 
experience a cornucopia of choice and 
are inundated by a proliferation of 
communication messages. 

This communication ‘noise’ has resulted 
in unique media and message behaviour. 
Duncan and Moriarty (1997:91) reason 
that consumers have come to condition 
themselves to psychologically ignore 
traditional advertising messages. Belch and 
Belch (2004:114) confirm that consumers 
apply increasingly aggressively selective 
exposure and selective attention measures. 
Communication clutter results in the 
erection of selective exposure and attention 
barriers. The likelihood that a point of 
planned brand contact willachieve exposure 
and receive attention diminishes as the level 
of communication noise increases. Duncan 
(2002:144) observes, furthermore, that, as 
soon as consumers ‘recognise something as 
a commercial message, [they] try to block 
it out, they turn the page, throw it in the 
waste basket, or change to another station.’ 
As fields of brand communication contact 
become more recognisable and cluttered, 
consumers increasingly erect more intensive 
selective exposure and attention measures. 
Baulk (2003) concludes that more and 
more advertising is, therefore, ignored in 
a world that is characterised by too much 
commercial noise and clutter. 

Taking ownership of a relevant and 
differentiated positioning on a defined 
and single-minded level, at each point of 
brand contact, will present a focused and 
integrated brand identity. However, if points 
of planned brand contact are not noticed, 
the impact of an integrated brand contact 
strategy is diluted. The brand identity has 
little chance of being communicated if the 
point of planned brand contact fails to rise 
above commercial clutter. As Blackwell et al 


(2001) conclude, brand communications 
that go unnoticed cannot inform or 
persuade. 

Consequently, clients are increasingly 
seeking brand communications solutions 
beyond the tried and trusted, mostly 
traditional, brand communication 
methods, as Curtis (2001), Phillipson 
(2001), Mendoza and Greaves (2001), 
Dawson in Dru (2002), Steinhobel (2003) 
and Rogers (2003) assert. 

Clients are in need of innovative thinking 
— or, as Rogers (2003:17) reasons, ‘blue sky 
thinking’ from their brand communication 
partners. It is becoming more and more 
difficult to rise above the flood of expected 
traditional commercial messages. Clients, 
therefore, expect their communication 
partners to present brand communication 
solutions that will ensure that their brand 
messages get noticed. 

As Herber (2001) warns, brand 
communications that merely deliver 
more of the same in repackaged form are 
bound to fail. Ries and Ries (2002:85) more 
blatantly argue that advertisers are in search 
of alternative contact solutions because 
‘traditional advertising isn’t working 
that well’. Today, brand communication 
or contact plans must contribute new 
strategic ideas and contact innovation to 
achieve branded impact, create awareness 
and make a meaningful brand impression. 
The alternative point of brand contact 
addresses this challenge. 

Creative strategic contact thinking 
can penetrate clutter zones effectively. 
The challenge is to move beyond, or to 
manipulate, traditional communication 
vehicles in order to target consumers in an 
unconventional manner when and where 
they least expect to encounter a commercial 
message and when they are in a susceptible 
state of mind. 

Harris, quoted in Chronis (2000:67) 
argues that alternative contacts achieve 
exactly this: ‘They are head-turners, 
popping up when they are least expected.’ 
The alternative brand contact, in keeping 
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with Blackwell, Miniard and _ Engel’s 
(2001:446) assessment of incongruent 
stimuli, is noticed and achieves impact 
because it deviates from expected planned 
brand contact points. The alternative point 
of brand contact draws attention because 
it is incongruent with expected brand 
communications activity. 

In the context of the outside-in brand 
contact strategy, according to Duncan 
(2002:14) ‘...a company must move from 
using inside-out thinking (focusing internally 
on sales, shares and quarterly reports) to 
outside-in thinking (focusing on customers’ 
needs and _ wants).’ Therefore, the 
alternative brand contact planning starts 
with the consumer and builds backwards 
to the brand (Schultz in Belch and Belch, 
2004:210). The role of the alternative brand 
contact is to break through commercial 
clutter levels to achieve branded impact. 


Examples of alternative brand contact 

strategies 

The alternative brand contact is not bound 

by media type and is, therefore, in keeping 

with the zero-based planning approach, 
media-neutral. The strategic challenge and 
qualifying factor is the unconventional 
and unexpected experience of the point 
of contact, whether in a traditional or 
untraditional media environment. 

Numerous alternative brand contact 
strategies were explored in this study. The 
following are some examples: 

e Virgin Atlantic’s egg trays with a wrap- 
around message ‘Handled by Virgin 
Atlantic’ placed on airport luggage 
conveyer belts in South Africa. 

e Adidas’s and  Coca-Cola’s — global 
unconventional contact experiences 
with series of illuminated signs in 
tunnels that, when seen from a speeding 
train, appear to be animated. 

e Cell C’s ‘For the City’ campaign aimed 
at building subscriber numbers for 
the South African cellphone operator. 
The campaign converted central 
Johannesburg into an outdoor art 


gallery using 40 original works of art 
from local artists as wraps and murals 
on buildings. 

e Standard Bank South Africa’s  co- 
operative use of existing print 
advertisements for premium brands, 
such as Guess. A look-alike original, 
signed credit card proof of payment 
slip is simply stuck onto the Guess 
print advertisement to create an 
unconventional contact experience for 
the Standard Bank Achiever account. 

e ©The South African campaign for Osram 
lightbulbs, for which the client and 
its agency, Saatchi & Saatchi, won the 
2003 Advertising Media Association 
of South Africa (AMASA) and Roger 
Garlick Award for Media Innovation 
and Creative Media Strategy. Rather 
than producing a costly conventional 
television commercial, a prominent 
and unexpected product placement was 
introduced onto the popular DStv CSN 
and Supersport 1, 2 and 3 channels. 
Studio lights were doused (unbeknown 
to the programme presenters, thus 
adding to the element of surprise) long 
enough for Osram to deliver the brand 
message — ‘Next time, use long-lasting 
lightbulbs from Osram!’ 

e = Nike’s penetration of Mtv programming 
with brand messages that resemble 
music videos. The videos, called ‘hoop- 
hop spots’, featured NBA _ players 
dribbling a basketball and dancing to 
pulsating music. 

e Nando’s, the Portuguese chicken fast- 
food retailer’s branding of 1 Time 
airline planes in South Africa. 


METHODOLOGY 
This qualitative exploratory research was 
undertaken among senior account teams 
in integrated communications agencies in 
South Africa and their key clients (brand 
and marketing managers), to investigate 
the nature, role and planning of alternative 
brand contacts. 

The study is positioned in the context of 
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integrated brand contact management and 
more specifically in the realm of planned 
points of contact with the brand. The aim 
of integrated brand contact management 
is, according to Burnett and Moriarty 
(1998:63), to co-ordinate all company- 
based marketing messages, ‘... those sent 
by the marketing mix, the unplanned 
messages (such as dirty parking lots) and 
other planned messages...’. The following 
central proposition was formulated into 
a primary research objective of the study: 
The unconventional and unexpected point 
of planned brand contact can break through 
commercial clutter barriers to achieve branded 
impact. 

An extensive investigation of literature 
revealed that the alternative point of brand 


Figure 1: 
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contact’s ability to achieve the above is 
found to depend on a number of requisites. 
These presented further integral research 
propositions and were developed into 
supporting objectives. 


Phases of data collection 

Figure 1 illustrates the phases of data 
collection implemented in this study. The 
diagram demonstrates that exploratory 
focus groups were firstly conducted 
with senior account teams in integrated 
communications agencies. The key insights 
gained from the free-flow in discussion 
on the perceived nature and role of the 
alternative point of brand contact were 
employed to enrich the defined research 
propositions. 
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The exploratory focus groups were followed 
with semi-structured depth interviews with 
marketing or brand managers responsible 
for briefing and managing the interviewed 
senior account teams and, thereupon, with 
key members of the senior account teams. 
The semi-structured depth interviews with 
marketing or brand managers essentially 
focused on the enriched research 
propositions developed in response to the 
focus group findings. The semi-structured 
depth interviews with key account team 
members encompassed key insights gained 
from the interviews conducted with the 
marketing or brand managers. 


Sampling design 

An immediate challenge was encountered 
in acquiring an appropriate frame of 
integrated communications agencies in 
South Africa. Two clear factors defined this 
challenge. Firstly, no frame of integrated 
communications agencies in South Africa 
exists. Also, the problem of ineligibility is 
encountered in existing lists of advertising 
agencies in South Africa. The agencies 
that may be functioning as integrated 
communications agencies are interspersed 
among the available lists of advertising 
agencies. Secondly, six independent 
industry experts in South Africa, who were 
consulted using the Delphi Forecasting 
Method to address the above constraints, 
were of the opinion that no clear 
estimation can be placed on the percentage 
of agencies in South Africa that are indeed 
operating as integrated communications 
agencies. Of greater significance is that the 
industry experts believe that the screening 
of agencies, to ascertain their status as 
integrated communications agencies, 
would have been a subjective and futile 
exercise. Lip-service is paid to the concept 
of integration and, if asked, all agencies 
would claim to be integrated. 

The industry experts did, however, 
identify agencies that they believe to be 
delivering, or working towards delivering, 
integrated brand communication solutions. 


Also, considerable overlap was encountered 
in the judgement of the individual industry 
experts. The individual interviews with 
industry experts consequently resulted 
in a critical assessment of the sampling 
procedure to this study. 

In order to retain clarity in research 
purpose and to gain further insight into 
the challenge of selecting an appropriate 
and meaningful sampling method in 
sampling procedure, sample size was 
firstly investigated. For motivated reasons 
the value of information approach to 
setting sample sizes, was applied. The 
purpose and research design of the study 
was consequently described to three 
industry experts in the field of marketing 
and communications research in South 
Africa. The following sample sizes were 
recommended and approved: 

e Six exploratory focus groups with 
senior account teams in integrated 
communications agencies. 

e Ten semi-structured depth interviews 
with marketing or brand managers 
responsible for briefing the interviewed 
senior account teams. 

e Fifteen semi-structured depth interviews 
involving key members of the senior 
account teams. 


Insight into sample size enabled the 
researcher to address the challenge of 
selecting an appropriate sampling method. 
Given the judgement of the independent 
industry experts, the qualitative exploratory 
nature of this study, the planned data source 
methods to this study and the approved 
sample sizes for the study, a non-probability 
sampling method was employed. 

The non-probability sampling method 
best suited to the nature, purpose and 
constraints of this study was judgement 
sampling. The following sampling strategy 
was implemented, leveraging the opinions 
of the independent industry experts, to 
produce the final focus group sample of 
integrated communications agencies. 

The agencies identified by the industry 
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experts were tabled. The agencies that 
received more than one mention were 
isolated and ranked. The six integrated 
communications agencies that received 
the most mentions and collective approval 
of the industry experts, in rank order, 
were FCB, TBWA Hunt Lascaris, Net#work 
BBDO, The Jupiter Drawing Room, Ogilvy 
and King James. 

In keeping with the Delphi Method of 
Forecasting, the results of the assessment 
of expert opinion were presented to the 
interviewed industry experts to provide 
an opportunity to compare their own 
previous judgements to those of others 
and to respond to the proposed sample 
of integrated communications agencies. 
The proposed sample met with all of the 
experts’ approval. 

Thematic content analysis (Cooper and 
Schindler 1998:417) was employed to 
analyse the research data delivered through 
the three-phase qualitative exploratory 
research study. The research results and 
findings were ultimately employed to 


develop a Conceptual Model to Alternative 
Brand Contact Planning. 


FINDINGS AND DISCUSSION: A 
CONCEPTUAL MODEL TO ALTERNATIVE 
BRAND CONTACT PLANNING 

The primary finding delivered by the 
qualitative exploratory research study 
presents the focal point and envisaged 
outcome of the Conceptual Model to 
Alternative Brand Contact Planning. 
All senior account teams and _ clients 
interviewed confirmed that: 

The unconventional and unexpected point 
of planned brand contact can break through 
commercial clutter barriers to achieve branded 
impact. 

The Conceptual Model to Alternative 
Brand Contact Planning is designed to 
achieve branded impact. The qualitative 
exploratory research study also produced a 
range of supporting findings. These present 
the variables of the Conceptual Model to 
Alternative Brand Contact Planning, as 
indicated in Figure 2. 


Figure 2: A Conceptual Model to Alternative Brand Contact Planning 
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The study culminated in the design of a 
Conceptual Model to Alternative Brand 
Contact Planning. The model is designed 
in the context of the nature and purpose 
of integrated brand contact management, 
in order to address the nature and role of 
alternative brand contact planning. The 
proposed Conceptual Model to Alternative 
Brand Contact Planning identifies four core 
constructs, namely: 
e The mindset of the integrated cross- 
functional account team and client. 
e The process of creative strategic 
planning. 
e The assessment of unconventional and 
unexpected planned brand contact 


points. 

e Branded impact and the need for 
ongoing, proactive, innovative 
thinking. 


The Conceptual Model to Alternative Brand 
Contact Planning is discussed by means of 
the four core constructs, with respect to the 
key findings produced by the qualitative 
exploratory research study. The model, 
with its constructs and planning process, 
flows from left to right. 


The mindset of the integrated cross- 
functional account team and client 

The model establishes that alternative brand 
contact planning is pursued in the context of 
the nature and purpose of integrated brand 
contact management. The study of literature 
(Duncan 2002:129) and the qualitative 
exploratory research study confirm that 
the alternative brand contact strategy must 
contribute to the integrated brand contact 
strategy to support the process of brand- 
building. Alternative brand contact planning 
is also based on the outside-in and zero-based 
planning philosophy of integrated brand 
contact management. 

For this reason, the model presents the 
integrated client-account team relationship 
as representative of a strategic partnership 
between the integrated communications 
agency and the client brand contact task 


team. The brand contact task team, as 
Duncan (2002:90) explains, ensures the 
cross-functional integration of points of 
brand contact. The model thus enforces 
that alternative brand contact planning 
is undertaken with the brand charter or 
manual as the codified planning context. 
The brand charter or brand manual captures, 
as Aaker and Joachimsthaler (2000:91) and 
Keller (2001:21) propose, brand learnings, 
the brand identity and brand positioning 
strategy, to serve as the strategic guide to 
the process of brand contact planning. The 
brand contact task team, with its integrated 
communications agency as a_ strategic 
partner, implements the brand charter 
to ensure that all points of brand contact 
communicate in a consistent voice. 

The model, therefore, also qualifies the 
status of the integrated communications 
agency. The integrated communications 
agency delivers holistic integrated brand 
communications solutions and exhibits the 
strategic and creative skill to add value on 
all levels of brand contact. The integrated 
communications agency, furthermore, 
comprises integrated cross-functional units 
(account teams), to ensure that effective, 
integrated brand communications 
solutions are produced. In the context of 
alternative brand contact planning, the 
study of literature and the qualitative 
exploratory research study also establish 
that the confluence of strategic and 
creative skills into cross-functional account 
teams, is conducive to the development of 
alternative brand contact solutions that are 
both novel and relevant to the brand. 

The model also positions the integrated 
communications agency, as one _ that 
operates on fee or performance-based 
remuneration systems (Oosthuizen 
1996:35). The study of literature and the 
qualitative exploratory research study 
confirm that zero-based and media-neutral 
planning are only made possible if the 
agency is not constrained by a biased 
media-commission based remuneration 
system. 
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The aim of the Conceptual Model to 
Alternative Brand Contact Planning is 
to assist agencies and clients to develop 
unconventional and unexpected planned 
points of brand contact that will break 
through commercial clutter barriers to 
achieve branded impact. The qualitative 
exploratory research study establishes 
that an integrated client-account team 
relationship and a mindset that is 
conducive to alternative brand contact 
planning are requirements to attaining this 
aim. The mindset of the agency, client and 
account team is found to be of paramount 
importance, more so than the development 
of specific creative techniques, to produce 
unconventional solutions. 

The mindset to alternative brand contact 
planning, as identified in the model and 
determined by the study of literature and 
the exploratory research study, requires the 
following: 

e Outside-in thinking 
Alternative brand contact planning 
is consumer-oriented, as it is the 
consumer base (target audience) that 
will determine what is perceived and 
experienced as unconventional and 
unexpected. 

e Zero-based thinking 
Alternative brand contact planning 
is platform-neutral and based on 
consumers’ current experience of 
the brand contact environment 
and, therefore, does not harbour 
contact prejudices, preconceptions or 
preconditions. 

e Brand-based thinking 
Alternative brand contact planning 
must be brand-based, in that the focus 
is on communicating or reinforcing 
a single-minded positioning of the 
brand, in other words, as so many of 
the respondents in the qualitative 
exploratory study argued, ‘what the 
brand stands for’, ‘a focused brand 
positioning’. 

¢ Media-neutral thinking 
It is the nature of contact with 


the consumer that establishes the 
alternative brand contact appeal and 
not the use of one medium as opposed 
to another. The alternative brand 
contact is not defined by media type. 
One of the senior account teams in 
the exploratory research study argued: 
‘We shouldn’t be thinking in media 
moulds: we should be thinking of 
communication spaces.’ Alternative 
brand contact planning must not be 
constrained, therefore, by media biases 
or, as previously argued, biased media 
commission-based remuneration 
systems. 

Creative strategic thinking 

The alternative brand contact is, 
based on the study of literature and 
the qualitative exploratory research 
study, the product of creative strategic 
thinking. The aim is to produce points 
of brand contact that are novel and 
relevant to the brand. It is for this 
reason that a cross-functional account 
team environment and an integrated 
client-account team relationship were 
identified in the qualitative exploratory 
research study, as requirements of 
alternative brand contact planning. 

A single-minded brand positioning 
strategy and a shared set of criteria 
from which alternative brand contact 
ideas are developed and assessed 
Based on the qualitative exploratory 
research study, alternative brand 
contact planning must begin with 
a single-minded brand positioning 
platform and a shared set of criteria 
(co-developed by the client and senior 
account team), from which alternative 
brand contact ideas can be developed 
and assessed. This way, brand relevance 
can be achieved and a focused brand 
identity created. 

The Conceptual Model to Alternative 
Brand Contact Planning identifies 
the need for a single-minded brand 
positioning strategy and a shared 
set of criteria in the core construct: 
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The Mindset of the Integrated Cross- 
functional Account Team and Client. 
A critical link is created on this level 
with the third core construct in the 
model, namely: the assessment of 
unconventional and unexpected 
planned brand contact points, to 
demonstrate that the development 
and evaluation of the alternative 
brand contact is conducted against 
the same set of criteria. The need for 
a single-minded brand positioning 
strategy and a shared set of criteria in 
the development and evaluation of 
alternative brand contact concepts 
will receive close attention with the 
introduction of the third core construct 
to this model. 
e A focus on cost-benefit 

The qualitative exploratory research 
study establishes that alternative brand 
contact strategies are, in general, not 
more costly to implement, as some tend 
to believe. Also, research findings reveal 
that clients are prepared to invest in 
alternative brand contact solutions, if 
they demonstrate the potential to break 
through clutter to achieve branded 
impact. The client approach is - in 
keeping with account team attitudes - 
that, when cost is considered, the focus 
in alternative brand contact planning 
should be on the benefit gained, ie. the 
potential to break through commercial 
clutter barriers and achieve branded 
impact. 


With the mindset of the integrated cross- 
functional account team and client as 
the first and paramount core construct to 
alternative brand contact planning, the 
model shifts into the process of creative 
strategic planning, the second core 
construct to the Conceptual Model to 
Alternative Brand Contact Planning. 


The process of creative strategic planning 
The alternative brand contact is presented 
in the study of literature and the qualitative 


exploratory research study as the product 
of creative strategic planning. Creative 
strategic planning entails the development 
of unconventional, unexpected or 
novel solutions that are relevant to 
the brand. The challenge is to move 
beyond, or to manipulate, traditional 
brand communication vehicles to target 
consumers in an unconventional manner 
when and where they least expect to 
encounter a commercial message and when 
they are in a susceptible state of mind. 

The model identifies a further key 
research finding in relation to creative 
strategic planning. Alternative brand 
contact planning is identified as a brand 
communications planning philosophy 
that involves the disruption of brand 
communication norms to break through 
clutter. Based on respondents’ attitudes, 
creative strategic planning must be 
undertaken in all brand communication 
spaces, to disrupt brand communication 
norms and develop alternative brand 
contact solutions that will break through 
clutter. 

It is evident that a clear line of synergy 
exists between the notion of creative 
strategic planning, as defined and researched 
in this study, and the premise of disruption 
(Stratégie de rupture), as introduced by Dru 
(1996:54). This perhaps also clarifies why 
many respondents referred to alternative 
brand contact planning as a_ brand 
communications planning philosophy 
that involves the disruption of brand 
communication norms to break through 
clutter. 

The study of literature reveals that 
disruption requires a three-step process: 

e Insight into the conventional: strategic 
ideas and activity that maintain the 
status quo and are, therefore, hardly 
noticed are identified. 

e Disruption: creative strategic thinking 
is applied to break intentionally with 
conventional strategic methods to 
produce unconventional ideas. 

e Brand integration: the ideas/concepts 
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that most effectively communicate 
the brand positioning strategy are 
identified. 


Dru’s three-step approach to disruption 
also would appear to point to the need 
for outside-in, zero-based and media- 
neutral thinking (step one: insight into the 
conventional), creative strategic planning 
(step two: disruption) and brand-based 
thinking (step three: brand integration), 
in the development of unconventional 
strategic solutions. 

The concept of disruption (step two), 
was not pursued in greater depth, in the 
qualitative exploratory research — study, 
largely because the mindset toward 
alternative brand contact planning was 
treated by respondents as of paramount 
importance and, consequently, consumed 
most of the research time. Also, the study 
of literature pointed out that mindset and 
sense of purpose are more important than 
the development and implementation of 
structured creative techniques to produce 
creative ideas. However, a worthy future 
research area exists in that the actual nature 
of creative strategic thinking and disruption 
can be investigated more closely in real 
world terms, to contribute to the planning 
of alternative points of brand contact. 


The assessment of unconventional and 
unexpected planned brand contact points 
Creative strategic planning, as established, 
is undertaken in all brand communication 
spaces, to disrupt brand communication 
norms and to develop alternative brand 
contact solutions that will break through 
clutter. The qualitative exploratory 
research study, however, revealed that 
clients are concerned that agencies present 
alternative brand contact solutions that are 
not relevant to the brand. Agencies (senior 
account teams interviewed) in turn, are 
concerned that alternative brand contact 
planning is undertaken with no single- 
minded brand positioning strategy and 
shared set of development and assessment 


criteria in place. 

The Conceptual Model to Alternative 
Brand Contact Planning positions the need 
for a single-minded brand positioning 
strategy and a shared set of criteria from 
which alternative brand contact ideas 
can be developed and assessed, as critical 
to alternative brand contact planning. As 
a respondent observed, ‘We need to affirm 
criteria before the process starts. It’s very 
difficult to evaluate new alternative ideas if 
you don’t know what you are evaluating them 
against.’ 

This measure is introduced in the first 
core construct to the model, namely the 
mindset of the integrated cross-functional 
account team and client and is elevated and 
reinforced as the third core construct of the 
model, the assessment of unconventional 
and unexpected planned brand contact 


points. 
To ensure that branded impact is 
achieved, alternative brand contact 


planning must be based on a single-minded 
brand positioning strategy. The qualitative 
exploratory research study revealed that 
clients and senior account teams alike 
believe that the unconventional and 
unexpected point of brand contact must 
break through commercial clutter barriers 
to achieve impact, to communicate or 
reinforce a ‘focused’ brand positioning, as 
so many argued. 

To undertake creative strategic planning, 
to produce ideas that are both novel and 
relevant to the brand, the account team 
must be clear about what it is that the ‘brand 
stands for’ or what it aims to ‘take ownership 
of’, as respondents stated. Equally so, the 
alternative brand contact concept or idea 
can hardly be assessed for brand relevance 
and potential branded impact, if a single- 
minded brand positioning strategy does 
not exist. As one respondent commented, a 
vague brand positioning strategy will make 
for a ‘lethal relationship’. 

The proposed shared set of criteria to be 
considered by the account team and client 
in the process of alternative brand contact 


Development of a conceptual model to alternative brand contact planning 39 





planning is based on the premise that a 
single-minded brand positioning strategy 
is in place. The proposed set of criteria 
are, furthermore, constructed from the 
key findings produced by the qualitative 
exploratory research study. As indicated in 
the model, the account team and client thus 
have the opportunity to assess whether the 
alternative brand contact concept: 

e Is sufficiently novel to be noticed 

and expressive of meaning to attain 
impact 
The senior account team’s and key 
clients’ responses revealed that it is 
a given that the alternative brand 
contact must be perceived as novel 
by consumers to be noticed and that 
it must be expressive of meaning to 
contribute to the process of brand 
building. 
The alternative brand contact that 
is noticed by consumers because of 
its novelty, but fails in its expression 
of brand meaning, is relegated by 
respondents, to the level of a’gimmick’, 
an ‘intrusion’ or an ‘invasion’ that 
merely increases clutter and potentially 
damages the brand. All respondents 
and, in particular, key clients expressed 
this concern in more than one context 
on more than one occasion. 

e Is relevant to consumer lifestyle 
patterns, interests and state of mind 
The relevance of the alternative brand 
contact to the lifestyle patterns, interests 
and state of mind of the target audience 
was clearly established by respondents 
as a requirement for achieving branded 
impact. As one respondent concluded: 
‘You must engage with their lifestyles, 
their day-to-day experiences, what they 
think and feel, their outlook, what they 
will and won't appreciate at a point in 
time, to present relevant and effective 
alternative brand contact solutions.’ 
Again, respondents expressed their 
fear that alternative brand contacts 
that do not attain relevance in terms 
of consumer lifestyle patterns, state of 


mind and interests will be experienced 
as an intrusion or invasion and will 
thus damage brand relationships. 

e Demonstrates brand relevance in 
message and form 
Phillipson (2001:19) and Duncan 
(2002:373) explain that the ways in 
which a brand chooses to communicate 
and connect with prospects will 
inevitably influence its image. All of 
the senior account teams established 
that the alternative brand contact 
must achieve brand relevance in 
terms of message and form of contact, 
to integrate into the brand contact 
strategy and contribute to the process 
of brand-building. All of the key 
clients interviewed perceived this to 
be a given. As one of the respondents 
stated: ‘The brand is everything and 
brand relevance and integration must 
be achieved on every level.’ 

e Is a ‘great’ concept that can be 
leveraged or improved upon 
Respondents argued that the alternative 
brand contact must maintain its 
unconventional status to ensure it 
consistently breaks through commercial 
clutter barriers to achieve impact. ‘Great’ 
alternative brand contact concepts, 
according to the senior account 
teams and their clients, demonstrate 
the potential to leverage brand 
communication spaces. They ‘have 
legs’, as several respondents argued, 
to ensure ongoing unconventional 
experiences are implemented. 


The Conceptual Model to Alternative Brand 
Contact Planning suggests that alternative 
brand contact concepts that are approved, 
based on the above proposed set of shared 
assessment criteria, have the potential to 
break through commercial clutter barriers 
to achieve branded impact. 


Branded impact and the need for 
ongoing, proactive, innovative thinking 
The model identifies a further key finding 
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produced by the qualitative exploratory 
research study with reference to branded 
impact and, specifically, the maintenance 
thereof. That is, proactive, innovative 
thinking is required to leverage the 
alternative brand contact concept in its 
brand communication spaces to ensure that 
it maintains its unconventional status and 
consistently delivers branded impact. The 
model thus suggests that alternative brand 
contact planning is an ongoing process. 
Ongoing, proactive, innovative thinking, 
as indicated in the model, is required with 
a mindset and planning approach that are 
conducive to alternative brand contact 
planning and are consistently focused on 
the intended outcome — branded impact. 
It is critical that account teams and their 
clients continuously uphold and practise 
an alternative brand contact planning 
philosophy. 

The qualitative exploratory research 
study produced two further findings, which 
are not reflected in the above conceptual 
model, but which are, according to the 
majority of respondents, an outcome 
of effective alternative brand contact 
planning. Firstly, respondents were of the 
opinion that alternative points of brand 
contact are more memorable and secondly, 
that they stimulate greater word-of- 
mouth than conventional communication 
contacts, because of their unconventional 
and unexpected status. Both findings would 
require empirical research to be justified. 


CONCLUSION 

The nature, role and planning of alternative 
brand contact strategies are, based on this 
study, a worthy pursuit in the quest for 
branded impact in a marketplace that 
is characterised by increasing levels of 
competitive activity and communicational 
clutter. Of importance is that the mindset 
and planning approach of the client, the 
agency and its account team are deemed 
to be paramount. The development and 
implementation of techniques and tools for 
creative strategic planning were definitely 


perceived to be of secondary value. 

It is envisaged that those agencies and 
clients who recognise and acknowledge 
the experimental nature of alternative 
brand contact planning will find the model 
of immediate value in the planning of 
alternative brand contact strategies. Thosein 
need of empirical evidence can employ any 
one of the key findings in the development 
of hypotheses for further research. Topics 
for further research could, inter alia, include 
the following: investigating the perceptions 
of consumers toward the alternative 
brand contact and the possible influence 
of the unconventional and unexpected 
contact strategy on consumer behaviour; 
examining the actual nature of creative 
strategic thinking and disruption more 
closely in real world terms, to contribute 
to the planning of alternative points of 
brand contact; researching unconventional 
points of brand contact in the service 
environment; and a research study that 
is focused on the mindset of the brand 
communications consultancy towards 
alternative brand contact planning may 
produce valuable insights, especially so, if 
compared to that of traditional advertising 
agencies and integrated communications 
agencies. 
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ABSTRACT 





While international studies show ample evidence of information privacy concerns, there 
is a lack of knowledge on South African consumers’ opinion on information privacy and 
their shopping behaviour, especially within a direct marketing context. The objectives of 
the study included the dependency between age and level of education and knowledge 
about information protection practices; the privacy concerns of direct and non-direct 
shoppers; and the direct shopping behaviour of victims versus non-victims. A probability 
(systematic) sampling design was used to draw a representative sample of households 
with listed telephone numbers in the different provincial Telkom telephone directories. The 
sample units were randomly selected, after which 800 telephone interviews were conducted 
with adults from these households. Findings include that: the level of awareness of name 
removal procedures is not dependent on age or educational level; direct shoppers and non- 
direct shoppers differ in terms of their concern for solicitation practices and victims and 
non-victims differ in terms of their Internet shopping behaviour. The results from the study 
suggest that the ability to gather and maintain personal information does not necessarily 
imply that direct marketers are successful in establishing meaningful relationships with 
consumers. Direct marketing organisations need to be cautious of how they use consumers’ 
collected information and attend to several privacy issues if they want to facilitate relational 
exchanges between themselves and consumers. 








INTRODUCTION 
The direct marketing industry is 
growing, with more organisations 


adding direct marketing activities to 
their communications mix. Much of this 
expansion is due to rapid improvements 
in technology, making certain marketing 
practices, especially direct marketing, more 
feasible (Milne, Beckman & Taubman, 
1996:22). Consumers vary in their beliefs 
and perceptions regarding direct marketing, 
which can influence whether, and to what 
extent, consumers are concerned about 
privacy (Milne & Gordon, 1994:52). There 
is some evidence that direct marketing 
users differ from non-users in their personal 
information and privacy concerns (Phelps, 


Nowak & Ferrell, 2000:30). Some researchers 
have suggested that, as individuals are 
exposed more to direct marketing efforts, 
their concerns about personal privacy may 
become better articulated and perhaps 
increase, leading to a decrease in direct 
marketing activities (Campbell, 1997:47). 
Research reveals that information 
privacy is an important concern to many 
consumers (Harris Interactive & Westin, 
2000:5; Meinert, Peterson, Criswell & 
Crossland, 2006:1). Many studies indicate 
consumers’ concern about how personal 
information is used by the government and 
private organisations (Phelps et al, 2000:27; 
Westin, 2002:16). The article provides a brief 
theoretical overview of information privacy 
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invasion in a direct marketing context. 
Next, the problem statement, objectives 
and research methodology are described. 
Thereafter, the results section reports on 
the hypotheses, followed by a discussion 
of the implications for companies. Finally, 
limitations and recommendations for 
future researchers are highlighted. 


LITERATURE BACKGROUND 
Direct marketers rely on their databases 
for direct marketing communications with 
their customers. Most direct marketing 
activities flow from an _ organisation’s 
database, as it contains valuable consumer 
information. Databases and information- 
processing technology have _ several 
advantages for direct marketers. First, the 
increasing power of information-processing 
technology has made the collection and 
sharing of customer information easy and 
affordable for direct marketers. Second, the 
effects of direct marketing are measurable, 
making it possible for marketing to 
become more accountable. Furthermore, 
databases allow direct communications 
to be targeted, personalised and _tailor- 
made, helping to overcome clutter and 
allowing direct communications to be 
cost-effective (Patterson, 1998:71). For this 
benefit, consumers are required to disclose 
personal information about themselves to 
the direct marketer, which offers them the 
opportunity to build dialogue and long- 
term relationships with their customers. 
Unfortunately, direct marketing 
communication has the potential toinfringe 
on people’s privacy due to the nature of 
its activities (Forcht & Thomas, 1994:24). 
The volume of direct mail, phone calls 
and e-mails that individuals receive relates 
to the physical intrusion of marketing 
communications into their daily lives 
(O’Malley, Patterson & Evans, 1999:427). 
Many consumers complain about direct 
marketers’ unsolicited telephone calls at 
dinnertime, the junk mail in their post 
boxes or the spam in their inboxes (Curran 
& Richards, 2004:7). Evans, Patterson & 


O’Malley (2001) report that individuals who 
feel strongly towards privacy attempt to 
minimise the information held on them and 
rarely, if ever, provide direct marketers with 
personal details or request communications 
from them. Unfortunately, it seems as if 
consumers have little or no control over 
the prospecting efforts of organisations. 

As a result of these personal experiences, 
more consumers request individual privacy 
and data protection from organisations, 
industry and/or government. Several 
international studies have shown that 
consumers’ concern regarding the 
information privacy issue is very real 
(Nowak & Phelps, 1992:37; O’Malley et al, 
1999:429; Sheehan & Hoy, 1999:26; Berry, 
2004:329; Milne, Rohm & Bahl, 2004: 218; 
Eastlick, Lotz & Warrington, 2006:877; 
Meinert et al, 2006:6; Rose, 2006:323). 
In this respect, direct marketers have to 
understand how consumers feel about the 
collection, use, storage and dissemination 
of their personal information. The next 
section addresses several privacy issues that 
stem from a direct marketer’s activities. 


Awareness of name removal procedures 
Both previous experience and knowledge of 
information practices influence consumers’ 
perceptions regarding fair information 
practices. Consumers’ knowledge level of 
actual privacy policies and practices may 
affect their privacy concerns, although 
opposing arguments have been presented 
about this effect. When individuals have 
extended knowledge about the collection 
and use of personal information, they tend 
to be more concerned about information 
privacy practices. At the same time, 
however, if consumers understand that the 
data collected has the potential to build a 
relationship in which they can participate 
and benefit, their privacy concerns might 
be diminished or superseded by their desire 
to participate (Campbell, 1997:47). 

The characteristics of consumers who are 
aware of name removal procedures versus 
those who are unaware were investigated 
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by Culnan (1995:341). She suggests that 
a consumer information problem exists 
in direct marketing practices, because the 
majority of her respondents believe that 
it is important to be able to remove their 
names from mailing lists if they so choose. 
However, these respondents claim to be 
unaware of any name removal options. The 
results showed that consumers who were 
not aware of name removal procedures were 
less likely to have shopped by mail and were 
in the younger age category (18-29 years 
old). In the same study, education was also 
found to be a variable that discriminated 
between different levels of education, 
with the less educated group being 
unaware of name removal procedures. The 
results from a study by Sheehan and Hoy 
(1999:40) show that consumers will adopt 
protective behaviours, such as asking for 
removal from mailing lists, sending flame 
messages to spammers, voicing concern 
in newsgroups or communications with 
friends, complaining to the service provider 
and/or providing inaccurate or incomplete 
information, if they feel that their privacy 
is being invaded. 


Privacy and purchasing behaviour 

Several studies have indicated that 
consumers are willing to change their 
purchasing behaviour due to_ privacy 
concerns. A study conducted by Cyber 
Dialogue (2001:57) has shown that 27% 
of Internet users stated that they had 
abandoned an order online because of 
privacy concerns, while 21% had switched 
from online purchasing to placing an order 
offline. Findings from a study by Harris 
Interactive (2002:14, 44, 72) concluded 
that consumers are willing to change their 
behaviour if they feel an organisation 
has established strong and trustworthy 
privacy practices. A total of 83% said they 
would stop doing business entirely with 
an organisation if they heard or read that 
an organisation was using its customers’ 
information in a way they considered to 
be improper. In the same study, 56% of 


consumers decided not to use or purchase 
something from an organisation because 
these consumers were not sure how the 
organisation would use their information. 
These findings demonstrate that consumers 
will alter their behaviour if they are 
confident that an organisation, whether 
online or offline, will follow its privacy 
policies. 

Harris Interactive and Westin (2000:11) 
identified six information privacy 
protective behaviours by consumers. First, 
they remove personal information, such as 
a name and address from marketing lists. 
Second, they may refuse permission to sell 
or give personal information to another 
organisation. Third, they may demand 
to be informed on information practices 
before the purchase. Fourth, they may 
refuse to provide information considered 
irrelevant or too personal. Fifth, they can 
decline a purchase opportunity when they 
feel unsure of how personal information 
will be used. Finally, they can request 
access to their own personal information 
in organisational databases. 

There is also evidence to suggest that, 
even though consumers are concerned 
about their privacy, they do not necessarily 
change anything about their behaviour 
to address the concern. Some individuals 
consider privacy an absolute right, and 
many people are concerned about their 
privacy in an abstract sense. However, there 
have been indications that individuals 
are increasingly changing or adopting 
behaviours in light of information requests 
that they feel invade their privacy (Sheehan 
& Hoy, 1999:40; Dolnicar & Jordaan, 
2007:143). Many consumers surrender their 
personal information willingly, knowing 
that they receive substantial benefits in 
return. For most people, the benefits gained 
by providing such potentially invasive 
information far outweigh any of their 
concerns. 

Some organisations, however, do 
not intelligently organise and use the 
information they collect, much less 
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deliver value to consumers in return for 
it (Hagel & Rayport, 1997:55). A report by 
Turner and Varghese (2002:11) concluded 
that consumer surveys were consistent 
in finding high levels of concern about 
privacy. However, they caution that a 
closer look shows wide variations in results 
and a disconnection between consumer 
preferences and behaviour. 


Shopping through direct marketing channels 
Consumers’ beliefs and perceptions about 
direct marketing can influence their level of 
concern about privacy. Milne and Gordon 
(1994:52), for example, have found that, 
although respondents had _ favourable 
attitudes towards direct mail, many desired 
lower mail volume and improved targeting 
and advertising mail. There is some evidence 
that direct marketing users differ from non- 
users in their personal information and 
privacy concerns. An analysis of the 1994 
Harris-Equifax data (Phelps et al, 2000:30) 
indicated that people who had made a 
direct mail purchase in the preceding year 
were slightly more concerned about threats 
to their privacy, were more likely to have 
refused to provide an organisation with 
personal information and were more likely 
to have privacy concerns when a profile 
of their viewing and buying patterns was 
developed. 

There is evidence that consumers’ 
concerns about personal privacy may 
increase as they become exposed to 
more activities and solicitation actions 
by direct marketers (Campbell, 1997:51; 
Jordaan, 2004:6). For example, Milne et al 
(1996:22) found that, in Argentina, only 
a small percentage of consumers were 
concerned about information privacy, as 
opposed to relatively developed direct 
marketing markets. In the United States 
of America, for example, consumers have 
sufficient experience and knowledge of 
direct marketing practices to have specific 
concerns. There is also evidence that 
attitudes towards direct marketing and 
consumer privacy are shaped by the level 


of direct response activity of the individual 
(Milne et al, 1996:24). One of the steps 
individuals can take as a result of privacy 
concerns is to restrict their purchases of 
goods through direct marketing channels. 


PROBLEM STATEMENT AND OBJECTIVES 
While international studies show 
ample evidence of information privacy 
concerns, there is a lack of knowledge 
on South African consumers’ opinion on 
information privacy, and their shopping 
behaviour, especially within a direct 
marketing context. Based on the findings 
from previous international studies, several 
objectives have been formulated to explore 
the information privacy concerns of South 
African consumers with regard to some 
direct marketing practices. 

To address the above-mentioned research 
problem, the following objectives were 
formulated: 

e to determine the dependency 
between age and level of education, 
and knowledge about information 
protection practices; 

e to establish the differences between 
direct shoppers and non-direct shoppers 
in terms of their privacy concerns; and 

e to establish the difference between 
consumers who have been victims of 
invasions of privacy and consumers 
who have not been victims of invasions 
of privacy in terms of their shopping 
behaviour through direct channels, 
such as direct mail, telemarketing and 
the Internet. 


The scope of the study was limited to 
information privacy in a commercial 
environment, mainly addressing the use 
of consumer data for marketing purposes. 
Although privacy is a multi-faceted concept 
encompassing a number of specific issues, 
the study mainly addresses the privacy 
issues affecting consumers during data 
collection, data storage, data use, data 
disclosure and solicitation. 

Based on the research objectives, the 
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following hypotheses were formulated: 

H,: There is a dependency between the 
level of awareness of name removal 
procedures and age. 

H,: There is a dependency between the 
awareness of name removal procedures 
and levels of education. 

H,. There is a significant difference between 
direct shoppers and non-direct shoppers 
in terms of their privacy concerns. 

H,, There is a significant difference between 
victims and non-victims of privacy 
invasion in terms of their direct mail 
shopping behaviour. 

H, There is a significant difference between 
victims and non-victims of privacy 
invasion in terms of their telemarketing 
shopping behaviout. 

H, There is a significant difference between 
victims and non-victims of privacy 
invasion in terms of their Internet 
shopping behaviour. 


METHODOLOGY 

A probability sampling design was used in 
this study to draw a representative sample of 
households with listed telephone numbers 
in the Telkom telephone directories. A 
systematic sample was drawn across 19 
geographical telephone directories where 
the first number was chosen at random, 
after which the first number on every 
11" page in the directory was chosen 
(selecting every i-th element in succession). 
Thereafter, 800 telephone interviews were 
conducted with the adult in the household 
who had most recently celebrated his or her 
birthday. The sampling frame contained 
2.9 million households representing 30.4% 
of the households (9.5 million) with fixed 
telephone lines at home (SAARF 2001). It 
has to be pointed out that the study results 
cannot be generalised to South Africa as 
a whole, as only households with listed 
numbers in the Telkom telephone directory 
service are represented. A total of 2,233 
telephone numbers were dialled to reach 
the target of 800 completed interviews. The 
response rate for the survey was 36%. The 


sample included: 36% male respondents; 
64% female respondents; the main language 
groups comprised a spread of 21% African, 
41% English and 38% Afrikaans and 2% 
other. 

The measurement instrument was 
developed from an extensive literature 
base, and pre-tested among consumers in 
the selected survey population. The main 
body of the questionnaire (Questions 1-45) 
was in the form of evaluative statements 
measuring the following consumer concern 
constructs: data collection; data storage 
and security; data use; data disclosure; 
solicitation practices; government and 
legislative protection; behavioural 
intentions and privacy protection policies. 
Responses to the 45 items addressing the 
different facets of consumer concerns 
were recorded on five-point Likert scale 
items (ranging from 1 = strongly disagree 
to 5 = strongly agree). The questionnaire 
also included 12 ‘yes-no’ items measuring 
consumers’ protective behaviours, 
experiences of privacy invasion, knowledge 
of specific data practices, direct shopping 
behaviours, as well as certain basic socio- 
demographic questions. 

The 45 privacy concern items were 
subjected to a scale purification process 
and showed both reliability and validity 
after the 45 items were reduced to 25 items. 
Details on the scale purification process 
and the underlying dimensions fall beyond 
the scope of this paper, but can be reviewed 
in Jordaan (2004). Exploratory factor 
analysis indicated that information privacy 
has four underlying concern dimensions 
(four factors): fl=privacy protection; 
f2=information misuse; f3=solicitation; 
f4=government protection. Although 
details on the factor analysis will not be 
addressed in this paper, the underlying 
concern dimensions will be taken into 
consideration when testing Hypothesis 3. 


RESULTS AND DISCUSSION 
Six hypotheses were formulated to address 
the set objectives and are discussed below. 
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Data analysis procedures included chi- 
square and multiple analysis of variance 
tests (MANOVA). The significance criterion 
for the hypotheses testing was set at 
p<0.0S. 


Awareness of name removal procedures’ 
dependency on age and educational levels 
Various studies have measured whether 
consumers’ knowledge levels of privacy 
policies and practices affect their privacy 
concerns. Some studies have found 
that knowledgeable consumers are less 
concerned abouttheirpersonalinformation, 
whereas other studies suggested that 
consumers are more concerned about 
the collection and use of their personal 
information (Culnan, 1995:12; Campbell, 
1997:51). In this study, consumers’ 
knowledge was assessed by the following 
binary question: ’Are you aware of any 
options to remove your name from records 
of companies?’ 

Descriptive statistics show that only 
21% of the respondents were aware of any 
options available to remove their names 
from the records of companies. Disturbing 
is the fact that a large majority of the 
respondents (79%) were not aware of name 
removal procedures, showing that they 
were not conscious of available options to 
safeguard their personal information. 

There is sufficient evidence in previous 
literature to suggest that there are differences 
between lower and higher age groups in 
terms of their awareness of name removal 
procedures. Hypothesis 1 was formulated 
to seek support for age differences of 
consumers in terms of their knowledge of 
name removal procedures. One question in 
the questionnaire requested respondents 
to provide their year of birth as a 4-digit 
number, for example 1969. Answers to this 
question, based on the frequencies, were 
categorised into two distinct age groups, 
namely a younger age group (18-39 years) 
and an older age group (40+ years). 

The result of the chi-square test (with 
Yates’s correction for continuity) comparing 


younger and older consumers in terms of 
their awareness of name removal procedures 
did not find enough empirical support 
for H, (p=1.0) to suggest that the level of 
awareness of name removal procedures is 
dependent on age. For both groups, a total 
of 77% of the consumers were unaware that 
they can remove their names from some of 
the major contact lists in the country as a 
means to protect their privacy. 

Hypothesis 2 was formulated on the basis 
of evidence from previous studies which 
had found that consumers who are aware of 
name removal procedures are often better 
educated than those who are not aware of 
name removal procedures. Answers to the 
educational question in the questionnaire 
were grouped to form three different 
educational groups, namely low, medium 
and high levels of education. The result of 
the chi-square test indicates that the null 
hypothesis cannot be rejected as the result 
provides no support for H, (p=0.9832). 
From this non-significant p-value, one 
can conclude that there is no relationship 
between educational levels and awareness 
of name removal procedures. This result 
differs from that of previous studies where 
more highly educated consumers were more 
aware of name removal procedures than 
less educated consumers. A possible reason 
for this situation may be that the South 
African market (irrespective of educational 
level) has not been educated on how to 
protect their personal information. This 
is probably why the newly founded Direct 
Marketing Association in South Africa 
aims to inform and educate consumers 
about the availability of name removal lists 
managed by them as a protective option 
for consumers. 


Direct purchasing behaviour and privacy 
concerns 

Three questions in the questionnaire were 
used to classify respondents into a direct 
shopper or non-direct shopper group. 
Respondents (those who answered ‘no’ 
to all the direct purchasing questions) 
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indicated that they had not bought 
anything directly during the past year, and 
were classified as ‘non-direct shoppers’. 
All the respondents who answered ‘yes’ to 
one, two or all three of the questions were 
classified as ‘direct shoppers’ because they 
had purchased directly before. There are no 
known published research findings about 
whether direct purchasing experience and 
knowledge of consumers increases privacy 
concerns among South African consumers. 
Results from studies in other countries 
have indicated that consumers who have 
been involved in direct purchasing tended 
to be more concerned about threats to their 
privacy. Table 1 provides the mean values 
and hypothesis test results of the different 
direct shopping groups. As mentioned 
previously, the four underlying concern 
dimensions found by Jordaan (2004) will 
represent the privacy concern variable for 
Hypothesis 3. 

From Table 1, the MANOVA results show 
a p-value of 0.0000, indicating support 
for H,. This demonstrates that there is a 
difference between direct shoppers and 
non-direct shoppers in terms of their 
privacy concerns. To establish where the 
differences lie, univariate analyses were 
conducted on the different dependent 
variables. This revealed that the differences 
between direct and non-direct purchasers 
were related to solicitation. The mean 
values further indicate that the non- 
direct shoppers were more concerned 


about solicitation than the direct shoppers 
(3.8 versus 3.3). This suggests why these 
respondents were classified as non-direct 
shoppers — they probably do not purchase 
by means of catalogues, direct mail or 
telemarketing because they view these 
purchasing forms as intrusive and do not 
want unsolicited communication from 
companies. 


Victims and non-victims of invasions of 
privacy and direct shopping behaviour 
Previous empirical research has suggested 
that an individual’s concern for privacy 
is based on_ personal experiences. 
When consumers have had multiple 
previous negative experiences with data 
inaccuracies, they become more reluctant 
to provide subsequent information and 
their privacy concerns are likely to increase 
(Vidmar & Flaherty, 1985:100; Campbell, 
1997:46). Such experiences undermine 
consumers’ trust, not only in the particular 
direct marketer involved, but in all direct 
marketing organisations. For this study, a 
total of 31% of the respondents indicated 
that they had been a victim of a situation 
that they felt was an invasion of their 
private information. 

Hypotheses 4 to 6 investigated whether 
those who have had negative personal 
experiences (victims) are less likely to 
become involved in transactions through 
direct marketing channels than those who 
do not feel that their privacy has been 


Table 1: Mean values and MANOVA results for different direct shopping groups 
































Privacy Privacy Information | Solici- | Government | F-value | p-value 
concerns protection misuse tation protection 

Direct shopping 

groups 

Direct shoppers 4.8 3.6 3:3 4.5 

pia onige 47 3.8 3.8 4.6 

shoppers 

Univariate analyses 0.0456 0.0487 0.0000 0.0754 

Wilks’ lambda 11.52 0.0000 
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violated (non-victims). The descriptive said that they had bought something through 
statistics show that 35% of the respondents telemarketing and 12% had purchased from 
had purchased something from a catalogue — the Internet. The results of the Chi-square 
or brochure sent to them (direct mail), 14% tests are presented in Table 2. 


Table 2: Chi-square results of victims and non-victims regarding direct shopping behaviour 





DIRECT SHOPPING BEHAVIOUR 



























































During the past year, have you personally bought Victim Non- p-value 
something from a catalogue or brochure sent to you? victim 
YES Observed frequency 92 185 
Expected frequency 85.2 191.8 
Row % 33.2 66.8 
309 
NO Observed frequency 151 362 
Expected frequency 157.8 355.2 
Row % 29.4 70.6 
During the past year, have you personally bought any Victim Non- p-value 
product or service offered to you by a telephone call? victim 
YES Observed frequencies 37 72 
Expected frequencies 335 75.5 
Row? (%) 33.9 66.1 
502 
NO Observed frequencies 207 478 
Expected frequencies 210.5 474.5 
Row? (%) 30.2 69.8 
Have you ever purchased anything via the Internet? Victim Non- p-value 
victim 
YES Observed frequency 49 48 
Expected frequency 
Row % 50.5 49.5 
0.000 
NO Observed frequency 196 502 
Expected frequency 215.1 482.9 





Row % 28.1 71.9 
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Findings from Table 2 suggest that 
there is no significant difference between 
victims and non-victims in terms of their 
direct mail or telemarketing shopping 
behaviour. From the non-significant p- 
values (.309 and .502) the null hypotheses 
cannot be rejected, as the results provide 
no support for H, or H, However, there is 
a significant difference (p=0.000) between 
victims and non-victims in terms of their 
Internet shopping behaviour. One would 
expect privacy victims to be less active and 
extra-cautious in the online environment 
because of their previous experiences with 
privacy invasion. The findings, however, 
indicate the opposite, with non-victims 
showing more caution when it comes to 
purchasing from the Internet. The result 
of the chi-square test thus shows support 
for H,, showing a significant difference 
between victims and non-victims in terms 
of their Internet shopping behaviour. 


MANAGEMENT IMPLICATIONS 

The intention of this study was to develop 
a better understanding of the specific 
nature of consumers’ information privacy 
concerns. The overall results from the study 
suggest that the ability to gather and use 
personal information does not necessarily 
imply that direct marketers are successful 
in establishing meaningful relationships 
with consumers. 

Direct marketers can pay attention 
to several privacy issues if they want to 
facilitate relational exchanges between 
themselves and consumers. They must 
show commitment to information privacy 
at a corporate level and develop privacy 
policies that contain fair information 
practices. One of the results from this 
study indicates high solicitation concern 
levels of the non-direct shopping group, 
showing the distrust this group feels toward 
direct marketers. This can signal to direct 
marketers that they should implement 
and promote safer information handling 
practices. This can be obtained by providing 
consumers with many more opportunities 


to engage in consensual information 
exchange, whereby consumers could 
indicate what type of information they 
wish to provide and release for marketing 
purposes and to which organisations that 
information could be disseminated. Direct 
marketing organisations can also consider 
undertaking regular independent audits 
by third-party experts to verify that data 
are securely stored and used only for the 
purposes disclosed, that access is restricted 
to employees authorised to handle the 
information, and that systems are intact to 
guard against leakage or corruption. 

Ball, Coelho and Machas (2004:1289) 
found that well-structured and valuable 
communication has a_ strong effect 
on consumer perceptions, serving as 
relationship-enhancement and leading to 
trust, satisfaction and loyalty. The message 
is clear, namely that direct marketing 
organisations need to be cautious of how 
they use the collected information, and to 
collect only as much information as is really 
required to develop effective relationships 
with their customers. Wong, Chan and 
Leung’s (2005:935) solution to the problem 
is a ‘co-sharing mode’. This is when an 
organisation, instead of sending irrelevant 
communications to its customers, is able 
to offer and transfer relevant information 
to customers by obtaining more and better 
quality information about customers than 
its competitors. With more organisations 
focusing on the retention of customers, 
it will become increasingly important to 
protect customers’ personal information 
(Ryals & Knox, 2005:468). 

One of the findings seems to suggest 
that victims feel more comfortable using 
the Internet as opposed to the more 
traditional direct shopping channels 
(direct mail and telemarketing). This may 
be because victims have moved away from 
the traditional direct marketing channels 
(direct mail and telemarketing) to a ’safer‘ 
channel, namely the Internet. It may also 
be because online shopping is a relatively 
new channel, with fewer reported privacy 
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invasion experiences, leading to a situation 
where individuals still feel secure using this 
channel. This may imply that organisations 
should focus on online privacy protection 
to ensure that all users’ safety and privacy 
are guaranteed in the online environment. 
If organisations take leadership in privacy 
protection, they may build consumer 
confidence in the market by ensuring that 
personal information is protected while it 
is in their possession. Direct marketers can 
also consider providing consumers with 
an opportunity to indicate what direct 
shopping channel they prefer. 

No significant differences were found 
between age groups or education groups 
in terms of their awareness levels of how 
to remove their personal information from 
the records of companies. In fact, the low 
awareness levels of consumers regarding 
name removal procedures found in this 
study suggests that all consumers will need 
to be better educated as to what protective 
mechanisms are available. At an industry 
level it is important that consumers are 
made aware of their rights. Given that 
consumer knowledge of direct marketing 
practices is a factor in how they perceive 
the industry, direct marketers need to 
allow the consumer greater access to, and 
control over, their personal information. 
Consumers should also be made aware 
of what constitutes acceptable and 
unacceptable behaviour in terms of data 
collection and utilisation by organisations. 
They also need to know how to protect their 
information, how to query information 
held in an organisation’s database, and 
how to remove their information if they so 
desire (O’Malley et al, 1999:441). 


LIMITATIONS AND RECOMMENDATIONS 
FOR FUTURE RESEARCH 

The primary limitation of the research 
relates to the sampling frame, which 
included all South African households 
with listed Telkom telephone numbers. 
Therefore, the results cannot be generalised 
to all consumers throughout the country, 


but is only representative of South Africans 
with Telkom landlines. Despite these 
limitations, the findings from this study 
provide guidance to direct marketing 
organisations on adequate information 
practices and also facilitate addressing 
consumers’ concerns on _ information 
privacy effectively. 

Some recommendations can be made for 
future research on consumer information 
privacy. Due to the multi-faceted nature 
of information privacy, future research 
can investigate the determinants or 
antecedents of buyer-seller relationships. 
Future research can also test relationships 
between information privacy _ beliefs, 
attitudes, intent and behaviour. Structural 
equation modelling can be a useful tool 
to test such conceptual relationships. 
Furthermore, cluster analysis can be 
conducted to compile segments according 
to consumers’ privacy sensitivity, enabling 
direct marketers to treat sensitive segments 
in a more appropriate manner. 

The privacy scale developed in this study 
should be tested across a variety of industries 
in order to confirm the scale’s ability to 
produce useful results as an indicator of 
privacy concerns in those industries. The 
high reliabilities and consistent factor 
structure would benefit from tests across 
several independent samples to provide 
support for its trait validity. Information 
privacy may yield different information 
privacy concerns when measured in 
different industries, such as the banking or 
the medical industry. At an industry-wide 
level, industry comparisons can be made 
to determine whether progress relative to 
a stipulated industry standard has been 
made. Industries can be compared to 
determine how consumers assess them 
regarding information privacy concerns. 

The rapid growth of the Internet and 
e-commerce suggests that future research 
should focus on the electronic, computer- 
based marketing environment. The Internet 
and the World Wide Web as a marketing 
environment create new and, often, 
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invisible, methods for collecting and using 
personal information, along with several 
issues involving transactional security. 

Based on this study’s findings, direct 
marketers should consider establishing 
guidelines that clearly delineate what types 
of personal information can legitimately be 
collected, how often information should 
be updated and who can have access. To 
evaluate their relative performance, direct 
marketing organisations should benchmark 
their policies not only against industry- 
specific requirements, but also against 
internationally accepted fair information 
principles. As the global marketplace 
continues to expand, direct marketers 
face increasingly strict privacy and data 
protection regulations in a growing number 
of countries around the world. Privacy is, 
thus, not only a consumer issue, but is 
becoming an important trade issue, since 
data privacy concerns can create a barrier 
to international trade. 
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ABSTRACT 





Customer-orientation behaviour, which refers to the degree to which salespeople practise 
the marketing concept by trying to help their customers make purchase decisions that will 
satisfy their needs, has been acknowledged as an important characteristic of high-performers. 
Although the utilisation of customer-orientation behaviour has been aggressively promoted 
by many organisations, a complete understanding of the process is presently lacking. The 
purpose of this study is to investigate the impact of customer-orientation behaviour on the 
performance of life insurance agents in Malaysia. By better understanding the link between 
this behaviour and sales performance, sales managers should be in a better position to 
encourage their sales agents to implement customer-orientation effectively in their selling 
activities. Hypothesised relationships were tested using survey responses from a sample of 
445 life insurance agents in Malaysia. Sales agents’ performances were measured using 
objective measures (namely, annual income and sales target achievement) and subjective 
evaluations of performance. Correlation and multiple regression analysis were used to 
analyse the data. Results revealed that a positive relationship exists between customer- 
orientation behaviour and sales agents’ annual income, as well as subjective evaluations of 
their performance. Despite the positive relationship, the variance explained was very small. 
On the other hand, customer-orientation behaviour was found to be unrelated to sales 
target achievement. Results are compared with earlier findings and implications for future 
research discussed. 
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INTRODUCTION 

The life insurance industry is gaining 
popularity and importance in many 
advanced as well as developing nations, 
such as Malaysia. In Malaysia, in particular, 
the industry continues to record positive 


growth, in spite of a challenging economic 
environment. In the 21* century, 
customers’ expectations towards life 
insurance products have changed with 
time (Nor Azila, 2005). They no longer buy 
life insurance products blindly, but will 
make comparisons between various policies 
offered. Today, they expect life insurance 
agents to analyse their personal and family 
needs before designing the most suitable 
policies for them (Schultz & Good, 2000: 
56-62). Therefore, insurance sales agents 
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must fully understand the customers’ needs 
and requirements and build trust between 
themselves and their clients to promote 
long-term mutually beneficial relationships 
(Crosby, Evans & Cowles, 1990: 54, 68-81). 
Furthermore, in marketing life insurance, 
insurance agents are often considered 
to be marketing complex services (Nik 
Kamariah, 1995). This is because life 
insurance agents are involved in long-term 
commitments and a continual stream of 
interaction between buyer and seller. After 
the sale, agents provide follow-up services 
and help customers make policy changes 
in response to changing needs. This would 
justify the importance of continuous 
research to satisfy the customers in this 
dynamic marketing industry. Howe, 
Hoffman & Hardigree (1994: 13, 497-506) 
demonstrated that a trusting and mutually 
beneficial relationship can be promoted 
through customer-orientation behaviour 
exhibited by the life insurance agents. They 
further noted that life insurance agents 
should be actively engaged in customer- 
orientation behaviour in order to survive in 
this business. Given the above discussion, 
it is readily apparent that an investigation 
of customer-orientation behaviour in the 
life insurance industry is warranted. 

Conceptually, customer-orientation 
behaviour refers to the degree to which 
agents practise the marketing concept in 
their selling activities by trying to help their 
customers make purchase decisions that 
will satisfy their needs (Saxe & Weitz, 1982: 
19, 343-351). It involves the satisfaction 
of customer needs through the individual 
relationship between customer contact 
personnel (agent) and customers (Kelly, 
1990: 8, 6, 25-29). 


Despite gaining acceptance among 
business organisations, a complete 
understanding of the process and 


consequences is presently lacking (Martin 
& Bush, 2003: 18, 2, 114-132). Little is 
known regarding the underlying factors 
that influence the adoption of customer- 
orientation behaviour (Flaherty, Dahlstrom 


& Skinner, 1999:19, 1-8; Martin & Bush, 
2003: 18, 2, 114-132; O’Hara, Boles & 
Johnston, 1991:11, 61-67; William & 
Attaway, 1996:16, 32-52) and how 
customer-orientation behaviour impacts 
individual sales performance (Keillor, 
Parker & Pettijohn, 2000: 15, 1, 25-32). The 
underlying gaps lead many researchers to 
suggest there is a need for further empirical 
research in this area (Donovan, Todd & 
Mowen, 2004: 68, 1, 18-25; Flaherty et al, 
1999: 19, 1-18; Keillor et al, 2000: 15, 1, 25- 
32; Martin & Bush, 2003: 18, 2, 114-132). 


LITERATURE REVIEW 

As a means to achieving customer 
satisfaction and _ providing quality 
services, many firms have encouraged 
their salespeople to engage in customer- 
orientation behaviour. The origin of 
customer-orientation can be traced to the 
development of the marketing concept, 
introduced in the early 1950s (Saxe & Weitz, 
1982: 19, 343-351). Customer-orientation 
is, basically, a business philosophy or 
policy statement, which holds that an 
organisation should strive to satisfy 
the needs of consumers through a co- 
ordinated set of activities and which allows 
the organisation to achieve its objectives 
(McGee & Spiro, 1988: 40-55). It calls for 
an integrated, company-wide approach in 
which all of the firm’s activities are directed 
towards providing customers satisfaction 
and establishing mutually beneficial, long- 
term relationships with its market (Kotler, 
1980). The marketing concept requires 
an organisation to identify the needs of 
a target market and adapt itself to satisfy 
those needs better than its competitors. 
Through this practice, therefore, an 
organisation aims to generate customer 
satisfaction as the key to its goals. It stands 
in contrast to the selling concept, whereby 
an organisation seeks to generate demand 
for whatever products it produces, rather 
than producing products in response to the 
needs of the customers (Saxe & Weitz, 1982: 
19, 343-351). It is through this concept 


56 International Retail and Marketing Review 





of customer-orientation that customer 
satisfaction and service quality provided by 
salespeople and sales departments could be 
enhanced. 

Underpinning the increasing emphasis 
on the importance of customer-orientation, 
a substantial number of studies have been 
conducted to examine the consequences 
of — customer-orientation. | Researchers 
working at the organisational level have 
identified several organisational outcomes 
of customer-orientation (e.g. Kohli & 
Jaworksi, 1990: 54, 1-18; Narver & Slater, 
1990: 54, 20-35). They argued that firms 
that focus on their customers’ needs 
are better positioned to achieve long- 
term success than companies that do not 
(Deshpande, Farley & Webster, 1993: 57, 
23-27; Kotler, 2000). Appiah-Adu & Singh 
(1998: 36, 6, 385-394) indicated that 
customer-orientation calls for a company 
to understand and satisfy the customers’ 
needs, and it is assumed that by doing 
so the firm will reap rewards in the form 
of profits. Indeed, empirical research has 
demonstrated several positive outcomes of 
customer-orientation, including enhanced 
profitability (Narver & Slater, 1990: 54, 20- 
35), employee commitment and esprit de 
corps Jaworski & Kohli, 1993: 57, 53-70). 

Besides the outcome of customer- 
orientation on companies’ profits and 
business performance, previous studies 
have also demonstrated its impact on 
employees’ commitment and esprit de 
corps. The relationship was investigated by 
Jaworski & Kohli (1993: 57, 53-70), who 
discovered that the greater the customer- 
orientation of the firm, the greater the esprit 
de corps and organisational commitment of 
its employees. It appears that customer- 
orientation nurtures a bond between 
employees and the organisation and 
promotes a feeling of belonging to one’s 
big organisational ‘family’ and a dedication 
to meeting and exceeding market needs 
and expectations. In conclusion, most of 
the studies have shown that customer- 
orientation leads to improved business 


performance. Companies benefit a lot if 
they adopt the marketing-orientation in 
their operations. 

At the customers’ level, the adoption of 
customer-orientation behaviour by the 
salesperson is directly related to customer 
satisfaction with the salesperson and, 
indirectly, with the firm. Goff, Boles, 
Bellenger & Storjack (1997: 73, 171- 
184) found that customer-orientation 
influenced customer satisfaction with 
the salesperson, dealer, product and 
manufacturer in a sample of new car 
purchasers. In Malaysia, Chee & Peng 
(1996: 13, 1, 101-116) examined customer- 
orientation and buyer’s satisfaction in 
a high-involvement market - housing. 
They found all the seven dimensions of 
customer-orientation - ability to fulfil 
buyers’ needs, responsiveness, assistance to 
buyers on purchase, industry knowledge, 
the environmental factor, after-sales service 
and product quality - are significant in 
determining buyers’ satisfaction. This is 
consistent with the assertions by Kotler 
(2000) and Kohli & Jaworski (1990: 54, 
1-8) that the satisfaction levels of buyers 
are influenced by the perceived levels 
of customer-orientation in the selling 
organisation. 

A good perception given by customers 
resulting from salespeople’s customer- 
orientation is also demonstrated by Brady 
& Cronin (2001: 3, 3, 241-251). They 
discovered that employees with customer- 
orientation have a positive influence on 
customer perceptions and, ultimately, the 
performance of their firms. In this instance, 
customer-oriented firms were consistently 
perceived as having a better quality of 
physical goods and employee performance. 
In fact, customers tend to view customer- 
oriented firms as having more success in the 
execution of their market strategies. This 
supports Parsons’s (2002: 38, 2, 4-12) study 
that customer perceptions of salesperson 
customer-orientation are positively related 
to relationship quality, that is trust and 
satisfaction with the product offered. 
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Williams (1998: 13, 3, 45-56) examined 
the influence of salesperson customer- 
orientation behaviour on the development 
of buyer-seller relationships among 
organisational buyers. Findings from their 
study indicated a strong, significant link 
between  customer-oriented behaviour 
of salespeople and the development of 
customer relationships. The finding is 
supported by Jones, Busch & Dacin (2003: 
56, 4, 323-340): a salesperson’s customer- 
orientation behaviour plays an important 
role in retaining customers. In fact, they 
found that a salesperson’s strong customer- 
orientation tends to reduce the buyers’ 
switching behaviour in a_ business-to- 
business context. 

Based on these discussions, marketing 
scholars investigating the nature 
and outcomes of customer-orientation 
behaviour from the perspective of customers 
have generally reported findings in support 
ofa positive relationship between customer- 
orientation and the development of buyer- 
seller relationships (Dunlap, Dotson & 
Chambers, 1988: 17, 2, 175-187; Williams 
& Attaway, 1996: 16, 33-52), as well as trust 
and satisfaction with the company (Goff et 
al, 1997: 73, 171-184). 

Numerous studies have also examined 
the consequence of customer-orientation 
on individual salespersons and, generally, 
associate it as an important characteristic of 
high-performers (Keillor et al, 2000: 15, 1, 25- 
32). According to Taylor (1986: 36, 49-51), 
‘customer-orientation is the high-performer’s 
biggest trait’ and  customer-orientation 
is important in both the industrial and 
consumer goods marketing arenas. Further 
support for the importance of customer- 
oriented selling is provided by the contention 
that successful sales representatives identify 
having a ‘client orientation as the secret of 
their success’ (Bragg, 1986: 137, 82-84). Also, 
MacKay (1988: 66, 36-38) believes that the 
‘best’ salespeople are genuinely interested in 
their customers and that sales representatives 
sell to people not computers, therefore, they 
must know the buyers’ goals. Additional 


support for the necessity of customer- 
oriented selling comes from Peterson (1988: 
77, 113-115), who contends that successful 
salespeople work to satisfy the needs of the 
customer. 

Despite various studies attempting to 
establish customer-orientation and job 
responses and attitude linkages, past 
research examining the relationship 
between customer-orientation behaviour 
and individual salespersons’ performance 
level is scant and has produced mixed 
findings (Howe et al, 1994: 13, 497-506; 
Roman, Ruiz & Munuera, 2002: 36, 11/12, 
1344-1366). For example, Saxe & Weitz 
(1984: 19, 343-351) found partial support 
linking customer-orientation and _ sales 
performance. Similarly, Brown (1988) found 
customer-orientation positively impacts 
performance only when the purchase cycle 
occurs once per week - or more often - and 
when the purchasing agent is less than 
40, a college graduate, and has 12 or more 
years’ experience. Later, using insurance 
sales agents in a western state in the USS., 
Howe et al (1994: 13, 497- 506) found no 
significant effect of customer-orientation 
behaviour on sales performance. 

While studies discussed above found 
inconclusive results linking customer- 
orientation and performance, Keillor et al 
(2000: 15, 1, 25-32) demonstrated, among 
three dimensions of relational selling 
characteristics (customer-oriented selling, 
adaptability and service-orientation), that 
only customer-orientation was a significant 
predictor of performance. Neither 
adaptability nor service orientation were 
found to be significant, although each did 
show a positive relationship with the actual 
performance of individual salespeople from 
members of the nationwide professional 
sales organisation. This leads them to 
conclude that customer-orientation issues 
should play an important part in any sales 
training and development programme. 
In a retail setting, Boles, Babin, Brashear 
& Brooks (2001: 9, 3, 1-13) discovered 
that customer-orientation was positively 
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related to performance. This is consistent 
with evidence from other sectors, such as 
industrial salespeople (Swenson & Herche, 
1994: 22, 283-289) and residential real- 
estate salespeople (Dunlap et al, 1988: 
17, 2, 175-187). In fact, in SMEs, Roman 
et al (2002: 36, 11/12, 1344-1366) also 
discovered that customer-orientation 
behaviour has a positive influence on 
salespeople’s performance. 

From the performance perspective, it 
appears that a salesperson often benefits 
from utilising a customer-orientation 
selling approach. Recently, Donovan et al 
(2004: 68, 1, 18-25) demonstrated that, in 
addition to customer-orientation’s effect 
on performance, it has strong effects on 
several employee job responses. They 
found that, in financial institutions, as the 
employee’s level of customer-orientation 
increases, his or her level of job satisfaction, 
organisational commitment and _ the 
performance of OCB-altruism increases. 

Although most of the published sales 
literature that deals with this topic states 
that customer-orientation behaviour is 
mandatory for the professional salesperson, 
Keillor et al (2000: 15, 1, 25-32) noted that 
existing literature does not empirically 
address the critical issues of the impact of 
customer-orientation on an individual’s 
performance. They further emphasised that 
if salespeople do not believe that customer- 
oriented sales practices will positively affect 
their individual sales performance, they will 
be unlikely to engage in such practices for 
fear that they will suffer from sales declines. 
Thus, it is imperative that empirical 
research be conducted that examines issues 
regarding the customer-orientation and 
sales performance relationship. In addition, 
available evidence indicates that the 
relationship between customer-orientation 
behaviour and performance has led to 
mixed findings. There are several studies 
that show a positive relationship, whereas a 
few have shown no significant relationship. 
Of course, that could be industry-specific 
(Boles et al, 2001: 9, 3, 1-13), which, 


therefore, leads Roman et al (2002: 36. 
11/12, 1344-1366) to suggest that further 
research is needed by taking into account 
different selling environments. It seems 
that the nature of the customer-orientation 
behaviour and performance relationship is 
still in doubt and that it warrants further 
testing. Since this study involves individual 
insurance agents as units of analysis and, 
due to the fact that salesperson performance 
is a critical issue in the insurance industry, 
it would seem imperative that empirical 
research is conducted on issues regarding 
the customer-orientation and _ sales 
performance relationship. 


HYPOTHESES 

In light of the literature review discussed 
above, the hypotheses to be tested in this 
study are as follows: 

(i) Relationships between  customer- 
orientation behaviour and sales agents’ 
performance. 

Hypothesis ale Customer-orientation 
behaviour is positively related to annual 
income. 

Hypothesis 2: Customer-orientation 
behaviour is positively related to sales target 
achievement. 

Hypothesis 3: Customer-orientation 
behaviour is positively related to subjective 
performance rating. 


METHODOLOGY 

Our sample consists of full-time life 
insurance agents. Sixteen major life 
insurance companies were sent a_ brief 
explanation of the study. This was followed 
up by a telephone call to obtain their 
co-operation with the research. Of the 
companies contacted, 10 were willing to 
participate in the study. The questionnaires, 
along with a cover letter, were sent to 
1,000 life insurance agents through each 
company. Of these, 520 were returned, 
representing a response rate of 52%. In 
total, 445 questionnaires were deemed 
useful for data analysis. The agents were 
primarily male (72%), less than 40 years 
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old (66.4%), had acquired the Malaysian 
Education Certificate (SPM) or a diploma 
(83.2%), and had working experience of 
less than five years in the life insurance 
industry (60.2%). 


Test of non-response bias 

As is the case in any study relying on 
voluntarily participation, there is always 
the possibility that respondents and non- 
respondents differ in some significant 
manner. Due to the difficulty associated 
with the identification of non-respondents’ 
characteristics in anonymous research, 
an alternative test of non-response bias 
was conducted. According to Armstrong 
& Overton (1977), non-respondents were 
assumed to have similar characteristics to 
late respondents. This procedure involves 
breaking the sample into early responses 
(that is, returns received within a month 
after distribution, before any follow-ups) 
and late responses (those returns received 
after a month of distribution, after follow- 
ups) and then conducting the chi-square test 
on the demographic characteristics of the 
respondents. There were 133 respondents 
classified as early responses and 312 late 
responses. Table 1 displays the result of 
the non-response test. The p-values of the 
analyses revealed no statistically significant 
difference between the two groups 
(significant level p< 0.05). Thus, we can 
conclude that non-response bias will not 
significantly affect the generalisability of the 
findings of this study. Therefore, the analysis 
was catried out on the full 445 responses. 


Table 1: Results of chi-square test 























Profile Value 
Gender 0.26 
MDRT membership 0.55 
Academic qualification 0.89 
Age 0.06 
Experience in the present company 0.13 
Experience in the industry 0.58 














Research design 

This study is correlational in nature, 
conducted to obtain a good grasp of the 
phenomena of interest that represent 
customer-orientation behaviour and 
advance knowledge through subsequent 
hypotheses testing. Basically, this study 
was a cross-sectional study in which data 
were gathered just once, in order to answer 
the research questions. A survey method 
was employed, since survey research is 
best adapted to obtain personal and social 
facts, beliefs and attitudes (Kerlinger, 
1973). The unit of analysis for this study 
was the individual salesperson, limited 
to individuals who work as full-time life 
insurance agents in Malaysian insurance 
companies and treating each agent’s 
response as an individual data source. A 
single industry, ie. insurance, was examined, 
because previous studies indicated that 
findings relevant to salespersons are 
directly influenced by the selling situations 
(Honeycutt, Siguaw & Hunt, 1995: 14, 235- 
248; O'Hara et al, 1991: 11, 61-67). 

The study population consists of full-time 
insurance agents working in life insurance 
companies in peninsular Malaysia. An 
important characteristic of the sampling 
frame was to select those sales agents who 
work on a full-time basis and have worked 
with the organisation for more than a 
year. Only full-time life insurance agents 
were included in this study to eliminate 
differences between full-time and part-time 
agents (Leong, Randall & Cote, 1994: 29, 
57-63). For instance, Diefendorff, Brown, 
Kamin & Lord (2002: 23, 93-108) found 
that part-timers feel that their jobs are 
less important to them and that they are 
less integrated into the organisation. The 
requirement to select only those with more 
than a year’s experience was necessary to 
ensure that all respondents have some 
knowledge and experience in sales jobs, 
so that they were able to answer the 
questionnaire accurately. 

The operationalisation of each construct 
consisted of multi-item scales based on 
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scales typically used in the past studies. 
Cronbach’s alpha is most used to test the 
reliability of a multi-item scale (Kim & Cha, 
2002: 21, 4, 321-338). The cut-off point 
is generally 0.6 (Hair, Anderson, Tatham 
& Black, 1998). Respondent-generated 
performance measures have been used in 
sales research (e.g. Behrman & Perrault, 
1982: 10, 335-370; Dwyer, Hill & Martin, 
2000: 20, 3, 151-159) and were used in 
this study. The sales agents’ performance 
measures used in this study comprised 
objective and subjective measures as 
reported by the insurance agents. These two 
types of measures were used in response 
to Tyagi’s (1985: 49, 76-86) future studies 
suggestion to employ both objective and 
subjective measures of performance in 
measuring salesperson performance. 

Objective performance measures are 
represented by open-ended questions on 
percentage of target quota achieved and 
annualincome(commission/bonus) earned. 
This is a similar method used by Boorom, 
Goolsby & Ramsey (1998: 26, 16-30), 
Dwyer et al (2000: 20, 3, 151-159) and Nik 
Kamariah (1995) in their study of insurance 
agents. Subjective measure is presented in 
performance rating format. This dimension 
consists of four self-rating items on a five- 
point scale. Respondents were asked to 
rate themselves relative to other agents 
in their groups in terms of their ability to 
generate higher sales commissions, exceed 
sales targets, generate new client accounts, 
maintain a good relationship with existing 
clients and overall selling performance. 

In the insurance industry, agents’ 
pay is determined solely on the basis of 
performance (MacKenzie, Podsakoff & 
Ahearne, 1998: 62, 87-98). The performance 
of salespersons in the insurance business is 
commonly measured by commissions paid 
based on new business generated or based on 
quota attainment (Boorom et al, 1998: 26, 
1, 16-30; Nik Kamariah, 1995). The salaries 
of insurance agents consist of individual 
commissions based on the amount of total 
sales. Hence, annual income accurately 


reflects sales performance. The amount of 
commission earned contributes to a large 
part of the total annual income of the sales 
agents. The greater sales they produce, the 
more commission they earn and, therefore, 
the more the annual earnings of individual 
sales agents. Quotas are set targets of 
annual sales that should be achieved by 
sales agents. Sales agents are expected to use 
their ability, personality, skills, motivation 
and organisational backups to achieve these 
quotas or set targets (Nik Kamariah, 1995). 
Other research using insurance salespeople 
as subjects found annual income and sales 
target achievement to be an appropriate 
indicator of sales outcomes (Boorom eft al, 
1998: 26, 1, 16-30; Dubinsky & Hartley, 
1986: 14, 36-46; Nik Kamariah, 1995). 

The measure of annual income earned 
and sales target achievement are outcome- 
related items that address the end-result of 
a salesperson’s efforts (Dwyer et al, 2000: 
20, 3, 151-159; Low, Cravens, Grant & 
Moncrief, 2001: 35, 5/6, 587-611) and 
are appropriate for evaluating the sales 
of insurance, where salespeople have 
considerable control over their activities 
and, hence, their results (Cravens, Ingram, 
LaForge & Young, 1993: October, 47-59; 
Dwyer, Richard & Shepherd, 1998: 8, 4, 
55-69). For annual income, respondents 
were asked, ‘what is your personal annual 
income (including bonus and commission) 
in the year 2006?’ To measure sales target 
achievement, respondents were asked to 
indicate the percentage of actual sales 
achieved and their sales target for 2006. 
In Malaysia, due to the large number of 
sales agents, it was not possible to get this 
information from company records (Nik 
Kamariah, 1995). The researcher then 
calculated the percentage of sales target 
achieved. 

The subjective measure for this study was 
adapted from Dwyer et al (2000: 20, 3, 151- 
159). It requires respondents to evaluate 
their relative performance within the sales 
organisation (with 1 indicating far below 
average to 5 indicating above average). The 
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measure was a summated scale comprised 
of the average of five direct, outcome- 
related items as reported by the insurance 
agent: sales commissions earned; exceeding 
sales objectives and targets; generating 
new-customer sales; maintaining a good 
relationship with current customer and 
overall selling performance. Dwyer et 
al (2000: 20, 3, 151-159) had used the 
instrument to measure  respondent- 
generated performance among insurance 
agents and they found the reliability 
coefficient (Cronbach alpha) of 0.81 for this 
construct. The Cronbach alpha (a) of 0.73 
was found in the present study, confirming 
its reliability for this study. 
Customer-orientation behaviour is 
operationalised by using two dimensions: 
‘relations’ and ‘ability to help’. ‘Relations’ 
refer to an agent’s ability to develop long- 
term relationships with customers on the 
basis of trust, co-operation and conflict 
resolution, while ‘ability to help’ refers 
to the ability of salespeople to help their 
customers satisfy their needs (Saxe & Weitz, 
1982: 19, 343-351). For the purpose of this 
study, a proposed shortened version of the 
Saxe & Weitz (1982: 19, 343-351) customer- 
orientation-selling-orientation (COSO) 
scale, as modified by Thomas, Soutar & 
Ryan (2001: 21, 1, 63-69), consisting of 
10 items, is used. The reliability of the 
measurement is between 0.70 and 0.91, 
and the scale was found to be useful for 
sales management researchers (Thomas et 
al, 2001: 21, 1, 63-69). The Cronbach alpha 
(a) of 0.65 was found in the present study, 
confirming its reliability for this study. 


The means, standard deviation and 
reliabilities of these scales are reported 
in Table 2. For performance variable, the 
average annual income of the respondents 
is Malaysian Ringgit 44 075.01. Related 
to sales target achievement, the average 
sales target achievement level is quite 
high (67.69%). For subjective performance 
rating, at five-point Likert scales, with mean 
scores of 3.81, respondents generally rate 
themselves at the higher performance level 
relative to other agents in their group. 


RESULTS 

The stated hypotheses regarding the 
impact of customer-orientation behaviour 
on salesperson performance were tested 
using multiple regression, following the 
guidelines established by Hair et al (1998). 
Prior to performing the actual hypotheses 
tests, correlations between the constructs 
were derived. Table 3 shows the correlation 
structure of the data used in this study. As 
observed in Table 3, correlations among the 
measures of performance, namely, annual 
income, sales target achievement and 
subjective performance ratings outcome, 
show that only annual income and 
sales target achievement is significantly 
correlated. However, the association is very 
weak (r= 0.12). Subjective performance 
rating is found to be not significantly 
related to either annual income or sales 
target achievement. In general, this 
indicates that the three dimensions need 
to be addressed separately and that one 
performance does not necessarily lead to 
the other. For example, achievement of 


Table 2: Means, standard deviations and reliabilities of measures 























Variable M SD Reliability 

Customer-orientation behaviour 4.41 0.39 0.65 
Annual income RM44075.01 13790.48 - 
Sales target achievement 67.69 20.78 - 
Subjective performance ratings 3.81 0.58 0.73 
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Table 3: Construct correlation matrix 























Customer- Annual Sales target Subjective 
orientation income achievement | performance 
behaviour ratings 

Customer-orientation behaviour 1.0 

Annual income A2** 1.0 

Sales target achievement .03 .12* 1.0 

Subjective performance ratings .14** .04 0.02 1.0 

















Note: *p<0.05; **p<0.01 


sales target does not translate to subjective 
performance ratings, or vice versa. With 
regard to customer-orientation behaviour 
and performance dimension relationship, 
the correlation is generally positive, but 
weak. It gives indications that customer- 
orientation behaviour is not the major 
(or only) variable influencing © sales 
performance. 

The individual hypotheses were then 
tested using a multiple regression prediction 
model (Hair et al, 1998) with performance 
dimensions as the dependent variable. From 
the results obtained, as shown in Tables 4-6, 
only two of the three hypotheses were found 
to be significant in the prediction model. 
The results provide support for hypotheses 
H1 and H3, that is, the relationship between 
customer-orientation behaviour and 
annual income (B=0.15; p<0.01), as well as 
between customer-orientation behaviour 
and subjective performance rating (p=0.14; 
p<0.01). H2 was rejected due to no significant 
relationship being found to exist between 
customer-orientation behaviour and _ sales 
target achievement (B=0.00; p>0.00). 


Table 4: The influence of customer-orientation 
behaviour on annual income 








Independent B SEB g& 
Variable 

Customer- 4459.29 | 1443.51 a5** 
orientation 

behaviour 














Note: R?= .02; F= 9.54; Sig. F= .00; **p<0.01 
B= Unstandardised coefficient beta; SEB= Standard 
error of regression coefficient 


Table 5: The influence of customer-orientation 
behaviour on sales target achievement 








Independent B SEB g& 
Variable 

Customer- -1.18 2.10 .00 
orientation 

behaviour 














Note: R?= .00; F= .00; Sig. F= .96 
B= Unstandardised coefficient beta; SEB= Standard 
error of regression coefficient 


Table 6: The influence of customer-orientation 
behaviour on subjective performance rating 








Independent B SEB g& 
Variable 

Customer- 19 .06 .14** 
orientation 

behaviour 














Note: R?= .02; F=9.34; Sig. F= .00; **p<0.01 
B= Unstandardised coefficient beta; SEB= Standard 
error of regression coefficient 
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DISCUSSION 

This study found that the level of customer- 
orientation behaviour among insurance 
agents in Malaysia is encouraging. 
Consistent with the definition of customer- 
orientation behaviour, it can be interpreted 
that insurance agents tend to practise a 
high marketing concept in their business 
approach, by trying to help their customers 
to make purchase decisions that will satisfy 
their needs and satisfactions. They engage 
in behaviours aimed at increasing long- 
term customer satisfaction and avoiding 
actions that might result in customer 
dissatisfaction. In addition, they avoid 
actions that sacrifice customers’ interests in 
order to increase the probability of making 
immediate sales. One plausible reason to 
explain this finding is increasingly keen 
business competition, in particular, the 
growing numbers of insurance companies 
and agents. 

The fact that customers are more 
knowledgeable and have high expectations 
of the services provided by the agents also 
contributes to the increasing emphasis 
placed by agents on the needs and 
satisfaction of their clients. Given these 
challenges, the insurance companies 
have urged their agents to improve their 
service standards to meet the increasingly 
sophisticated needs of the insuring publics 
and to deal with competitive pressure in the 
industry. Consequently, this leads the agents 
to raise their standards of professionalism 
in the marketing of life insurance products 
by focusing more on adopting customer- 
orientation behaviour, which implies 
solving customers’ problems, providing 
opportunities for and adding value to 
the business over an extended period of 
time. This result is similar to Howe et al 
(1994: 13, 497-506) and Boles, Brashear, 
Bellenger & Barksdale (2000: 15, 2/3, 141- 
153), who found high levels of customer- 
orientation behaviour among insurance 
sales agents in their studies in the U.S. In 
business-to-business salesforces, Siguaw et 
al (1994: 31, 106-116) also discovered that 


their respondents reported high levels of 
customer-orientation behaviour. 

Despite the small R? obtained for the 
relationship between customer-orientation 
behaviour and performance variable, the 
present study provides some important 
insights into the influence of customer- 
orientation behaviour on sales agents’ 
annual incomes, as well as_ subjective 
performance ratings. The sampled sales 
agents reported  customer-orientation 
behaviour had a_ significant positive 
relationship on their annual income and 
the way they perceive their performance 
relative to other sales agents in their 
group. 

The positive link between customer- 
orientation behaviour and annual income 
is, perhaps, due to the result of the buyer/ 
seller relationship. Agents who have greater 
customer-orientation behaviour are known 
as better at developing and maintaining 
buyer/seller relationships. They are willing 
to invest time and effort to understand the 
customers’ needs and problems and alter 
their actions in a manner that responds 
to those needs in an honest and non- 
manipulative fashion. This will influence 
the amount of satisfaction that customers 
experience, as well as the quality and 
duration of their relationships with sales 
agents. The satisfied customers may reward 
the sales agent by buying new policies or 
continuing with existing policies. In the 
case of insurance agents, the more policies 
clients buy, the more commission the agents 
get and, consequently, the higher their 
annual income. Furthermore, given the 
intense competition and a buyers’ market 
in the insurance industry in Malaysia, 
greater customer-orientation behaviour 
will induce greater business, either in terms 
of greater numbers of customers, greater 
value of business per customer, or both. 

Although this study has examined 
different samples, the positive relationship 
between customer-orientation behaviour 
and annual income in this study is 
consistent with previous findings of Dwyer 
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et al (2000: 20, 3, 151-159), who found that 
top-performing salespersons (high annual 
income) met their clients’ needs by taking a 
more personal, customer-oriented focus in 
the life insurance industry in the U‘S. It is 
also consistent with Keillor et al (2000: 15, 
1, 25-32) and Boles et al (2000: 15, 2/3, 141- 
153), who found the same evidence among 
professional sales organisations and retail 
salespeople respectively. Martin & Bush 
(2003: 18, 2, 114-132) also discovered that 
salesperson customer-orientation relates to 
higher performance in both business and 
retail settings. Other research indicates 
that maintaining a customer-orientation 
results in long-term sales performance 
(Swenson & Herche, 1994: 18, 2, 114- 
132). This study moves one step further 
by bringing evidence that the positive 
effect of customer-orientation behaviour 
on annual income also holds true among 
insurance agents in Malaysia. Our 
establishment of a positive and significant 
association between customer-orientation 
and performance among insurance sales 
agents lends credence to the findings 
of the majority of empirical efforts that 
have explored the relationship between 
customer-orientation and performance in 
various national contexts (e.g. Keillor et al, 
2000: 15, 1, 25-32; Boles et al, 2001: 9, 3, 
1-13; Brown, Mowen, Donovan & Licata, 
2002: 39, 1, 110-119; Roman et al, 2002: 
36, 11/12, 1344-1366). 

The positive relationship between 
customer-orientation behaviour and 
subjective performance rating means 
that the higher the customer-orientation 
behaviour of the sales agents, the 
higher they tend to perceive themselves 
compared to their colleagues in terms 
of generating commissions, exceeding 
sales targets, generating sales from new 
clients, maintaining a good relationship 
with existing clients and producing a 
high market share for the company. 
Again, this may be, at least in part, based 
on the development of trust between the 
exchange partners, agent and client (Boles 


et al, 2001: 9, 3, 1-13; Dwyer, Schurr & Sejo, 
1987: 51, 11-27). The role of customer- 
orientation behaviour is distinct from the 
traditional sales process activities, such as 
handling objections and closing. Instead, 
customer-orientation behaviour focuses on 
diagnosing the needs of the customers and, 
to the best of one’s ability, fulfilling these 
needs. When customers feel that they can 
fulfil their needs and satisfactions by doing 
transactions with the salesperson, it will 
allow for greater trust and communication, 
thereby leading to lower customer turnover 
and more referrals and recommendations 
(Boles et al, 2000: 15, 2/3, 141-153). These 
outcomes, therefore, result in superior 
salesperson performance. 

The findings reported in this study show 
that the coefficients of determination 
(R? value) for the relationship between 
customer-orientation behaviour and 
annual income, as well as _ subjective 
performance ratings, are relatively low. The 
R? statistics obtained here show a somewhat 
low ability for customer-orientation 
behaviour to predict sales performance. 
Consequently, it would not be surprising 
that customer-orientation behaviour 
would not be translated into agents’ high 
sales performance levels. Statistically, this 
is probably due to the lack of variation in 
customer-orientation among respondents. 
Despite a high level of customer-orientation 
performed by the agents, the variation 
of customer-orientation behaviour is 
very low. This indicates that customer- 
orientation behaviour has commonly 
been practised by agents and has become 
a normal trend in the industry. Therefore, 
it no longer has a significant influence on 
agents’ performance. Although a larger R? 
value would be desirable, the low amount 
of variation explained should be expected 
(Boles et al, 2000: 15, 2/3, 141-153; Keillor 
et al, 2000: 15, 1, 25-32). Other studies 
conducted in the insurance industry also 
discovered the small contribution made by 
sales agents’ relationship-selling behaviour 
on performance. For example, Boles et al 


Customer-orientation behaviour 65 





(2000: 15, 2/3, 141-153), in their study 
among life insurance agents in the USS., 
found that only 7% of the variation in 
sales performance (measured by number 
of policies sold) was contributed by 
three dimensions of relationship-selling 
behaviour (interaction intensity, mutual 
disclosure and co-operative intentions). 
A recent study by Roman et al (2002: 
36, 11/12, 1344-1366) also discovered 
that, despite the significant relationship, 
customer-orientation behaviour only 
contributes to between 2% and 5% of the 
variation in salesforce performance among 
employees in SME companies in Spain. 
On the other hand, a study conducted by 
Howe et al (1994: 13, 497, 506) found no 
relationship to exist between customer- 
orientation and the sales performance 
(measured by policies sold) of insurance 
agents. Theoretically, only a small number 
of the many theoretical predictors of 
sales performance variables have been 
included in this study. Accordingly, a 
proportionately small amount of variation 
in the dependent variables explained is not 
surprising (Singhapakdi &Vitell, 1991: 11, 
4, 1-12). 

While the above discussion links the 
positive results of customer-orientation 
behaviour on annual income and 
subjective performance rating, our findings 
demonstrate that customer-orientation 
behaviour has no relationship with the 
achievement of sales targets. This indicates 
that adoption of customer-orientation 
behaviour is not related to the achievement 
of sales targets among insurance agents. 
These results would appear to provide 
somewhat mixed support forthe importance 
of customer-orientation behaviour. One 
plausible reason is that sales targets are 
set without taking into consideration 
customer-orientation behaviour. Targets 
are set according to what firms would 
like to achieve, and not what is likely be 
achieved. 

These insignificant results linking 
sales target achievement and customer- 


orientation behaviour are in line with Dwyer 
etal (2000: 20, 3, 151-159), whocontend that 
in the life insurance industry in particular 
there is considerable variation in the 
performance of life insurance salespeople. 
In this regard, it is important to note 
that performance is a multi-dimensional 
construct and may be characterised in a 
number of ways, including effectiveness, 
adaptability and efficiency (Jaworski & 
Kohli, 1993: 57, 53-70). Furthermore, it 
is common to have mixed results on the 
influence of salesperson behaviour on sales 
performance (Boles et al, 2000: 15, 2/3, 
141-153). For example, Boles et al (2000: 
15, 2/3, 141-153) in their study found that, 
from three dimensions of relationship- 
selling behaviours (that is, interaction 
intensity, mutual disclosure and _ co- 
operative intentions), only two dimensions 
(interaction intensity and mutual 
disclosure) are significantly related to sales 
performance. In this case, as performance 
is multi-dimensional and different aspects 
of performance are more important in 
some sales jobs and situations (Plank & 
Reid, 1994: 14, 2, 43-56), it might happen 
that customer-orientation behaviour has a 
more significant influence on the annual 
income and subjective performance rating, 
rather than on achieving the sales target. 
Furthermore, as Pitt, Caruana & Berthon 
(1996: 13, 5-19) argued, low R’ values 
obtained in customer-orientation and 
performance linkage might be because sales 
performance is likely to be affected not just 
by customer-orientation, but by anumber of 
other variables, including external factors. 
Therefore, the failure to support one of the 
three hypotheses could call into question 
the importance of customer-orientation 
behaviour on target achievement. 


MANAGERIAL IMPLICATIONS AND 
RECOMMENDATIONS 

The results provide a few key implications on 
how sales managers can manage insurance 
agents in an effective way. Although 
only a small influence of customer- 
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orientation behaviour on annual income 
and subjective performance rating exists, a 
review of the results shows that agents with 
customer-orientation behaviour generally 
have higher annual incomes and rate 
themselves better than their colleagues. A 
practical implication of the results of this 
study is that performance would improve 
slightly if a salesperson could learn to 
become more customer-oriented. However, 
given the small percentage of variation 
in performance explained by customer- 
orientation behaviour, managers are 
advised not to regard customer-orientation 
behaviour as a panacea to sales agents’ 
performance. There may be other factors 
that contribute more to their performance. 
Furthermore, the result fails to support 
contentions that customer-orientation 
behaviour is significantly related to sales 
target achievement, which is often an 
important evaluative criterion in the 
insurance industry. Perhaps the importance 
of customer-orientation behaviour as a 
performance construct lies in the type of 
performance desired from a sales manager. 
If sales managers are seeking agents that 
make sales quickly and achieve the targeted 
quota, then customer-orientation behaviour 
may not be a critical dimension. 

Although findings in the present study 
show that agents generally have high levels 
of customer-orientation behaviour, the 
industry should continue to focus on efforts 
to educate the agents on how to serve the 
customers better, in line with customers’ 
increasing expectations and knowledge 
of insurance. This is due to globalisation 
and the presence of more foreign players 
and independent financial advisers in the 
industry, forcing agents to face competition 
to survive in business. Only those who have 
the ability to address the customers’ needs 
will survive. Undeniably, this justifies the 
need for continuous training and education 
on how to serve the customers — especially in 
the case of new agents — as a crucial agenda 
for sales managers in order to enhance the 
professionalism of insurance agents. 


LIMITATIONS OF THE STUDY 

The sample in this study was taken from 
one industry and conducted in one 
Asian country. It has been noted that 
job attitudes and selling behaviours may 
not be congruous across different selling 
environments (Siguaw & Honeycutt, 1995: 
24, 45-52). Consequently, the results of 
this study cannot be generalised to all 
industries and countries. It is suggested 
that this study could be replicated in other 
areas, including certain European or African 
countries. This is in line with Ling & Meng 
(1990: 12, 15), who state that the scope of 
sales research must be extended to various 
environment settings to fill a serious gap in 
the literature. 

The measures of performance may not 
have been the ideal ones for the present 
study. Perhaps other performance measures 
could have been used as criterion variables. 
Forexample, the study could have compared 
the ratings provided by customers to 
determine the degree to which customer- 
orientation behaviour contributed to the 
occurrence of a sale. Perhaps other measures 
of customer-orientation behaviour could be 
used. However, this suggestion is provided 
with some level of misgiving, because other 
measures should be operational in order to 
be useful in practice. 

From a methodological standpoint, data 
in this study were obtained from full-time 
salesinsuranceagentsin selected companies. 
It would be useful to obtain a broader 
sample of agents and perhaps even part- 
time agents in future studies. This would 
minimise any potential bias in the data 
resulting from the level of the informants. 
Furthermore, this study did not control the 
characteristics of the sales job. O’Hara et 
al (1991: 1, 61-67) suggest that customer- 
oriented selling performance may vary, 
depending on other characteristics of the 
sales job. Although significantly related, the 
association between customer-orientation 
behaviour on performance dimensions is 
not very strong. Perhaps the measures of 
customer-orientation and performance 
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need further development and validation. 
It is possible that additional dimensions of 
customer-orientation exist that improve its 
predictive ability. 


CONCLUSION 

Despite the low R? obtained, findings of the 
study suggest that the customer-orientation 
behaviour of insurance agents has a positive 
influence on their sales performance, 
measured by annual income and subjective 
performance rating. The finding gives 
academics and managers a much stronger 
basis than intuition and anecdotes for 
recommending the wisdom of adopting 
and implementing a customer-orientation 
approach. As such, it appears that sales agents 
should strive to improve their customer- 
orientation behaviour in their efforts to 
attain higher sales performance. 

It should be noted that, although a 
relationship between customer-orientation 
behaviour and sales target achieved was not 
found in this study, this finding should be 
tempered by the considerations discussed 
earlier. These findings provide additional 
evidence to the growing body of knowledge 
concerning the importance of adopting a 
customer-oriented approach. It is not our 
purpose to advocate that all salespersons 
are necessarily better served in a sales 
performance sense by embracing customer- 
orientation behaviour. The — external 
environment in which the agents operate 
will certainly affect the decision concerning 
the most appropriate orientation from 
a sales standpoint. However, should a 
salesperson elect customer-orientation 
behaviour as his/her orientation of choice, 
this study supports the position that the 
salesperson will achieve slightly greater 
levels of annual income and more satisfied 
customers. 

In other instances, the relationship 
between customer-orientation behaviour 
and sales performance must still be regarded 
with some degree of scepticism. Before the 
reader disregards the findings as counter- 
intuitive, it should be noted that the 


results reported are consistent with prior 
results. Consequently, the results lead to 
the conclusion that customer-orientation 
behaviour, as measured in this study, is 
positively related to sales performance. 
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